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HERE do we go from here? has become the 
primary problem of every businessman. Is 
World War II boom headed for further upward flight 
or is the stage being set for an economic “nose-dive”? 
The break in the stock market looms large in the 
minds of most businessmen. Many fanciful explana- 
tions have been given for the severe drop. The old 
whipping boy, short selling, has been trotted out. One 
Congressman scented a Republican raid designed to 
influence the fall Congressional elections. And, true 
to form, the pinks blame the machinations of Wall 
Street. 

Businessmen are interested in the break primarily 
as it reflects underlying business conditions. And that 
is the serious thing about this break. The real causes 
are economic and political. They are also quite simple 
and painfully clear. First, anticipated earnings have 
not materialized and the outlook for many industries, 
particularly those which are large employers of labor, 
is for even poorer earnings; second, fear that a reces- 
sion in business activity is pending; third, the uncer- 
tain international situation, although this has been 
over-emphasized by many; and, finally, the unsatis- 
factory labor situation. 


LABOR THE KEY 


Labor continues to be the key to the economic sit- 
uation. Developments on the labor front in Septem- 
ber were uniformly bad. The evils of overemployment 
were apparent on every hand, as workers were kept 
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on payrolls despite material shortages, transportation 
difficulties and work stoppages in plants supplying 
materials. Strikes, authorized and unauthorized, 
flared up throughout the country, interfering with 
both production and distribution. Maritime strikes 
on both coasts, a paralyzing trucking strike in New 
York, continued unauthorized strikes in Detroit, and 
a power strike in Pittsburgh, to mention but a few, 
plague both business and the public. In Pittsburgh, 
also, the futility of court injunctions in labor disputes 
under present conditions was once more demon- 
strated. 


The adverse effect of present labor conditions on 
production was recently summarized by Alfred P. 
Sloan, as follows: “Indifferent workers take the place 
of effective workers, work stoppage takes the place of 
continuous operation, and absenteeism takes the place 
of full service.” 


THE BATTLE FOR MEAT 


The battle for meat continued during September, 
reaching a crisis stage at the end of the month. Cat- 
tlemen and farmers offered relatively few meat 
animals at ceiling prices. On the demand side, heavy 
employment at high wages and an increasing infla- 
tionary psychology supported a roaring black market. 
Availability of meat in July’s free market had caused 
the general public to lose patience with inept admin- 
istration of pseudo price controls. The obvious insin- 
cerity of labor in demanding price control and at the 


394 THE CONFERENCE BOARD 


October, 1946 


same time insisting on wage decontrol also further 
reduced public support, or at least acceptance of 
price-control regulations. The OPA, particularly so 
far as meat was concerned, became a veritable eco- 
nomic zombie. 


All in all, the man in the street appeared to have 
reached the same conclusion on price control that 
William Green, President of the American Federation 
of Labor, had reached on wage control: “What we 
need is less government control in fixing wages—we 
want to be free men who can sell their labor under 
their terms and not be compelled to work for wages 
fixed by the government. That is Communism.” 

With wages by far the largest element in costs in 
most industries, the impossibility of controlling prices 
and permitting wages to rise continually would seem 
self-evident—certainly, by now! But the economic 
double-talk used by the Administration in justifying 
the wage increase “settlement” of the seamen’s strikes 
demonstrates that the greatest blunder of the recon- 
version period is still cherished, if not nourished, in 
Washington. 


FOR WANT OF A GENERATOR 


Serious students of business find greatest immediate 
cause for alarm in the swollen inventory situation. 
Inventories at the end of July totaled $30 billion, 
exceeding the previous peak of November, 1943, by 
$1.5 billion—and 1943 was wartime. Moreover, indica- 
tions are that further inventory increases occurred in 
August and September. 

In a sellers’ market with mounting prices and sales, 
a large inventory is a source of profit. “Scarcity” 
headaches are reduced, orders from customers can be 
filled, and every price increase gives inventory profit. 
Conversely, large inventories under conditions of de- 
clining prices become a great source of weakness and 
loss. Forced liquidation, inventory losses, unemploy- 
ment and other accompaniments of the downward 
spiral quickly materialize. 

Prices in many lines passed their peak in Septem- 
ber. There are also indications that prices in many 
other lines have outrun purchasing power, or, in any 
event, consumer willingness to spend. With these evi- 
dences of a vulnerable price structure, inventories 
must be the object of continuous critical scrutiny, 
particularly in view of the huge outstanding orders of 
merchants and distributors in general. Inventory on 
hand causes quick cancellation of orders when price 
weakness develops. 

Analysis of the inventory total gives little encour- 
agement. Undoubtedly, the government figure under- 
states the actual total. It cannot include much of the 
black-market goods. There are almost innumerable 
new producers ranging from lofts and garages to full- 
grown and lusty war babies. The pipe lines of distri- 
bution are longer and more circuitous in many lines 


than before the war. Consumer inventories are much 
larger than commonly thought because of the war- 
born habit of forehanded buying. 


Furthermore, a great deal of the inventory is of 
“bottleneck” character and thus very dangerous from 
a price standpoint. Many thousands of automobiles 
merely awaiting installation of generators before be- 
ing shipped, refrigerators completed except for one 
small part, and much similar inventory which can be 
quickly finished hangs over the market. Prices are 
bound to be affected. In all these considerations of 
the present inventory problem, the huge productive 
capacity of the country must constantly be borne in 
mind. 

Construction costs are increasing, while the peak 
of real-estate prices seems to have been passed. Be- 
cause of present costs, a sharp decline in the building 
construction industry is bound to take place. 


On the side of international finance, the Interna- 
tional Monetary Fund and the International Bank 
for Reconstruction and Development got under way 
and borrowers began to line up. Otherwise, the inter- 
national situation throughout the month remained 
clouded. The controversies between the Western de- 
mocracies and the Slavic bloc continued. The most 
important economic consequence of the unsettled 
international political situation is the high cost of 
military expenditures. During the fiscal year 1946- 
1947 the direct military expenditures of the govern- 
ment are estimated at $19 billion. So long as the 
international political situation remains unsettled, no 
reduction in these expenditures will be made. Such 
action would not only reduce the political prestige 
and power of the United States but also might even 
endanger the future security of the country. These 
military expenditures are the largest single item in 
the budget. Other related expenditures, such as vet- 
erans’ assistance, hospitalization and pensions, will 
probably increase and not decrease. The debt service 
remains fixed at about $5 billion. Under these cir- 
cumstances, therefore, a reduction in taxes is not 
likely to take place. This was intimated by Mr. 
Snyder, the Secretary of the Treasury, in both his 
Milwaukee and Chicago speeches. 


GREAT ECONOMIC FERMENT 


In conclusion, it seems clear that great economic 
ferment is at work in the business field. There is a 
great deal of indecision and confusion, especially on 
prices. There is no definite plan by the government 
to cope with the problems which thrust themselves 
above the surface in September. Uncertain economic 
outlook makes careful scrutiny of all business plans 
imperative. A downward revision, at least for next 
year, of most plans for reconversion and expansion 
would seem warranted by present economic develop- 
ments. 
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The Stock Market—Prophet or Historian? 
I. The Market’s Rise and Fall 


EAKNESS in the stock market, prolonged and 

at times quite pronounced, has attracted atten- 
tion far beyond the boundaries of the Wall Street 
district or the limits of the financial community. It 
came at a time when business was exceptionally ac- 
tive, and when record-breaking production and extra- 
ordinary prosperity for the remainder of this year at 
least were widely held to be all but certain. It engen- 
dered anxiety by reason of the fact that, correctly or 
otherwise, the stock market is commonly regarded as 
an indicator of what is ahead in business. 

Precisely what has actually happened in the stock 
market? What does the market itself think it is 
predicting? To how much respect is the market as 
a forecaster entitled in light of the historical record? 
Does the market usually appear really to foresee 
changes in basic business conditions? Has it in the 
past reflected with reasonable accuracy forthcoming 
changes in corporate earnings? What effect can stock 
market developments be expected to have on gen- 
eral business conditions? These are, of course, all 
questions to which the ultimate answers are not at 
the present time available. They are problems about 
which the intelligent individual will wish to form his 
own judgment. This section of this issue of The Busi- 
ness Record is devoted to an effort to marshal facts 
which are believed likely to be of assistance in the 
formulation of these judgments. 

First of all, what has happened in the market? The 
course of stock prices since last May—and for back- 
ground, the preceding months from the beginning of 
the war forward—is shown in Chart 3. Common- 
stock prices at 100.7 in October,! 1939, declined 
to 98.1 by April, 1940. Coincidental with the fall 
of France, prices in May, 1940, dropped 13 points 
from the previous month (see Chart 3). They recov- 
ered somewhat in 1941, but Pearl Harbor introduced 
another wave of liquidation, and by May, 1942, com- 
mon-stock prices had fallen to 63.2% of the 1935-39 
average. The market started to climb the following 
month, and in the 39-month period, from May, 1942, 
to August, 1945, the averages for common-stock prices 
had risen to 117.9 from the 1935-39 average, a gain of 
54.7 points. After V-J day the uptrend gathered mo- 
mentum, and by May 29 the common-stock average 
had advanced to 158.6. In other words, the market 
rose 40.7 points in nine months after V-J day and 


1Standard & Poor’s index, 1935-1939=100. 


only 54.7 points in the thirty-nine months before the 
war ended. Prices started to recede during the first 
week in June and dropped steadily thereafter. Aver- 
age prices for common stock for the week closing Sep- 
tember 18, 1946, were 123.2, or only 1.2 points above 
the average for the week of August 29, 1945. Moder- 
ate recovery has since followed. 

Certain other developments and conditions within 
the securities markets themselves are apropos. De- 
mand for new capital developed after V-E day when 
the War Production Board eased restrictions on civil- 
ian goods production; demand spurted ahead and the 
dollar volume of new flotations reached a peak in 
mid-year 1946. New capital flotations in July, 1946, 
totaling $366.5 million were the largest since 1930. 
The total declined $12.2 million last August, but dur- 
ing that month common stocks accounted for $141.8 
billion, or 42% of total new flotations. This was the 
largest flotation in junior equities since 1929. (See 
Table 4.) Reluctance to seek new capital in a declin- 
ing market became even more pronounced in Septem- 
ber when new flotations dropped almost 52% below 
the preceding month. 


LOANS DECLINE 


Despite the fact new capital flotations have in- 
creased sharply since the end of World War II, there 
is no evidence that brokers are requiring more credit. 
In fact, loans to brokers have been contracting. Loans 
to brokers for purchasing or carrying securities other 
than government obligations dropped from $840 mil- 
lion in May, 1945, to $564 million in August, 1946. 
(See Table 1.) Loans to others than brokers or deal- 
ers for purchasing or carrying non-U. S. Government 
obligations rose from $395 million in June, 1945, to 
$444 million in August, 1946, but the $49 million rise 
is not large enough to offset the contraction in loans 
to brokers. It appears, nevertheless, to be a fact that 
an undigested accumulation of new offerings furnished 
the occasion (although by no means the only cause) 
for the initial downward turn in the general stock 
market. 

Of course the facts have to be interpreted in light 
of certain technical conditions regulating stock mar- 
ket transactions. The Federal Reserve System es- 
tablishes minimum margin requirements. The Securi- 
ties and Exchange Commission has broad jurisdic- 
tion over short sales, floor trading, the activities of 
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Table 1: Security Loans by Weekly Reporting 
Member Banks in 101 Leading Cities 


Source: Federal Reserve 


Millions of Dollars 


Loans to Brokers 
and Dealers for 
Purchasing or 


Other Loans for 
Purchasing or, 
Carrying Securities 


Total Loans 


Carrying Securities 
Last Wednesday 
in Month 
U.S. 
Govern- | Other 
ment Securi- 
Obliga- | _ ties 
tions 
1943 January... 567 909 
February. . 607 953 
March.... 617 961 
Aprilia: 1,652 2,156 
May tance 1,156 1,662 
June...... 1,014 1,438 
sully tesae 992 1,371 
August. ... 1,052 1,418 
September. 1,994 2,993 
October... 1,750 2,728 
November. 1,571 2,288 
December . 1,328 1,906 
1944 January...| 971 583 278 1,249 884 
February. .} 1,109 603 838 318 | 1,947 921 
March.... 861 621 579 301 | 1,440 922 
ADTIEE.. oe 676 619 355 287 | 1,031 906 
WERE Roe 622 570 299 310 901 880 
June...... 1,380 652 | 1,295 321 | 2,675 973 
duly... 880 609 | 1,318 346 | 2,198 955 
August... . 797 596 917 338 | 1,714 934 
September. 819 704 618 339 | 1,437 | 1,043 
October...] 812 805 522 335 | 1,334} 1,140 
November.| 1,421 697 505 331 | 1,926 | 1,028 
December .| 1,431 706 | 1,526 353 | 2,957 | 1,059 
1945 January...| 1,121 748 | 1,093 369 | 2,214 | 1,117 
February..| 964 7713 899 346 | 1,863 | 1,119 
March.... 838 776 741 343 | 1,579 | 1,119 
April......| 1,044 TAT 623 353 | 1,667 | 1,100 
Marien, 1,505 840 600 364 | 2,105 | 1,204 
June...... 1,841 886 | 2,212 395 | 4,053 | 1,281 
July....... 1,465 905 | 2,050 397 | 3,515 | 1,302 
August....| 1,443 820 | 1,599 394 | 3,042 | 1,214 
September.| 1,451 905 | 1,283 398 | 2,734 | 1,303 
October...| 1,287 890 890 416 | 2,177'| 1,306 
November.| 1,674 807 | 1,222 416 | 2,896 | 1,223 
December .| 1,917 865 | 2,495 432 | 4,412 | 1,297 
1946 January...| 1,608 729 | 2,295 462 | 3,833 | 1,191 
February. .| 1,655 690 | 2,082 438 | 3,737 | 1,128 
March....| 2,066 757 | 1,948 426 | 4,014] 1,183 
April......| 1,888 757 | 1,830 427 | 3,218 | 1,184 
Maye rot. 1,370 797 | 1,663 450 | 3,033 | 1,247 
June...... 1,400 719 | 1,559 454 | 2,959! 1,173 
POLY eee 932 672 | 1,355 482 | 2,287 | 1,154 
August.... 807 564 | 1,252 444 | 2,059 | 1,008 
September. 889 507 | 1,067 421 1,956 928 


specialists, odd-lot dealers and trading in general. It 
is hardly a free market. 

In addition, various tax levies, most important of 
which is the capital gains tax, have long been a re- 
strictive influence. The result is that the market is 
no longer able to perform its functions as effectively 
as otherwise it could. At least, this is the view held 
by most authorities on the subject. 

There is little disposition in informed financial 
quarters, now that events may be viewed in retro- 
spect, to assert that such causes as these are basically 
responsible for what has taken place in the stock 


market. In such circles the view prevails, rather, that 
a thorough-going reappraisal of the business outlook 
has been in progress among investors, and that securi- 
ties market developments have reflected it. Current 
judgment of this prospect (as distinguished from 
current conditions which remain excellent) appears 
to turn in large part upon the labor situation and 
closely related phases of the situation. Inability of 
certain large industries, most notably the motor 
industry, to reach and maintain large volume produc- 
tion and a belief that there is little ground to expect 
early drastic improvement in this situation are topics 
of constant discussion in Wall Street, as is the pos- 
sibility of a resurgence of work stoppages on a large 
scale within the half year. 


Chart 1: Coefficients of Correlation between 
Stock Prices and an Index of Business Activity 
(Based upon Data for the Period 1919-1937) 
Source: Frederick C. Mills 
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Note: A lag of one month means that the figures for business activity are matched 
with the stock prices of the previous month, etc. 


Table 2: Turning Points and Duration of Business 
Cycles, 1854-1938 


Source: National Bureau of Economic Research 


Cycle Duration in Months 
Trough Peak Trough Expa: sr gah Petes a 
Dec., 1854 | June, 1857 | Dec., 1858 30 18 48 
Dec., 1858 | Oct., 1860 | June, 1861 22 8 30 
June, 1861 | April,1865 | Dec., 1867 46 32 78 
Dec., 1867 | June, 1869 | Dec., 1870 18 18 36 
Dec., 1870 | Oct., 1873 | Mar., 1879 34 65 99 
Mar., 1879 | Mar., 1882 | May, 1885 36 38 74 
May, 1885 | Mar.,1887 | April,1888 | 22 13 35 
April, 1888 | July, 1890 | May, 1891 Q7 10 ef 
May, 1891 | Jan., 1893 | June, 1894 20 Le 37 
June, 1894 | Dec., 1895 | June, 1897 18 18 36 
June, 1897 | June, 1899 | Dec., 1900 24 18 42 
Dec., 1900 | Sep., 1902 | Aug., 1904 21 23 44 
Aug., 1904 | May, 1907 | June, 1908 | 38 13 46 
June, 1908 | Jan., 1910 | Jan., 1912 19 24 43 
Jan., 1912 | Jan., 1913 | Dec., 1914 12 23 35 
Dec., 1914 | Aug., 1918 | April, 1919 44 8 52 
April,1919 | Jan., 1920 | Sep., 1921 9 20 29 
Sep., 1921 | May, 1923 5 1924 20 14 34 
July, 1924 | Oct., 1926 | Dec., 1927 Q7 14 41 
Dec., 1927 | June, 1929 | Mar., 1933 18 45 63 
Mar., 1933 | May, 1937 | Mav, 1938 50 12 62 
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II. The Stock Market and the Business Cycle 


OVEMENTS in the stock market characteris- 
tically precede the business cycle. The wide- 
spread contention that the stock market usually fore- 
tells changes in general business activity is given 
some credence by the extensive studies of cyclical 
behavior undertaken by the National Bureau of Eco- 
nomic Research. Common-stock prices reach their 
peak 4.8 months, on the average, before general busi- 
ness activity, and arrive at their trough, or low point, 
6.4 months, on the average, before general business. 
The course of shares traded on the New York Stock 
Exchange has preceded the business cycle with an 
average lead of 10.4 months at the peak, 4.6 months 
at the trough.1 The analysis of cyclical behavior pre- 
sented in this section is based upon the Bureau’s lat- 
est publication on the subject of business cycles. 
This relationship between the stock market and the 
business cycle has not always held true. During 1929, 
general business activity turned downwards before 
the security market. Stock prices, common and rail- 
road, lagged by three months and shares traded by 
four. These stock market serles have on other occa- 
sions followed the business cycle (see tables 3, 5, 7). 
Common-stock prices and shares traded have ex- 
panded together with general business during 14 of 
the 15 expansion phases studied; railroad stock prices 


1See Arthur F. Burns and Wesley C. Mitchell, “Measuring Business 
Cycles,” National Bureau of Economic Research, 1946, 


during 17 of the 19 expansion phases studied. Com- 
mon-stock prices have declined along with general 
business activity during 13 of the 16 contraction pe- 
riods studied; shares traded, 13 out of 15 contraction 
phases; and railroad stock prices, 16 out of 20 con- 
traction phases. (See Table 9.) 

The practical applications of the bureau’s findings 
are limited. Much of the analysis is tentative. To 


Chart 2: Coefficients of Correlation between 
Stock Prices and an Index of Business Activit 
(Based upon Data for the Period 1903-1914) 
Source: Frederick C. Mills 
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Note: A lag of one month means that the figures for business activity are 
matched with the stock prices of the previous month, etc. 


TABLE 3: TIMING AND DURATION OF CYCLES — COMMON STOCK PRICES AND GENERAL BUSINESS 


Source: National Bureau of Economic Research 


Dates of Turning Points 


10/73 
3/82 
3/87 
7/90 
1/93 

12/95 
6/99 
9/02 
5/07 
1/10 
1/13 
8/18 
1/20 
5/23 
6/29 


April 38 


Lead (-) or Lag (+) at 


Business Cycle Peak |Business Cycle Trough 


Duration of Cyclical Movements 


Common Stock Prices Excess Over Business Cycles 


Business-| Expansion | Contrac- | Pull Cycle | Expansion Contrac- | Full Cycle 


Cycle Date] (Months) (Months) (Months) | (Months) fbi) (Months) 

3/79 > 6la 293 et —ta cES 
5/85 48 43 91 +12 +5 +17 
4/88 28 13 41 +6 0 +6 
5/91 23 q 30 4 -3 —7 
6/94 20 31 51 0 +14 +14 
6/97 6 11 ive -12 -7 -19 

12/00 32 17 49 +8 -] +7 
8/04 Q4 13 37 +3 -10 -7 
6/08 35 14 49 +2 +1 +3 
1/12 25 qi 32 +6 -17 -11 

12/14 26 QT 53 +14 +4 +18 
4/19 23 13 36 -21 +5 -16 
9/21 19 25 44 +10 +5 +15 
7/24 19 26 -1 7 -8 
3/33 val 33 104 -12a 
siaret 20 13 33 
5/38 24 13 37 +la 
stink 18a a 


5/37 
Average 16 cycles, 1877-1988. ............... 


aExcluded from the averages 


27.7 17.9 45.6 +1.8 -0.8 +0.9 
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prognosticate on the basis 
of the fluctuations in the 
stock market can be ex- 
tremely hazardous. The 
choice of the _ turning 
points of the business cycle 
is highly subjective, de- 
pending in large part upon 
the definition of business 
cycles adopted. The Na- 
tional Bureau has devel- 
oped the following ex- 
planation: 

“Business cycles are a 
type of fluctuation found in 
the aggregate economic ac- 
tivity of nations that or- 
ganize their work mainly in 
business enterprises: a 
cycle consists of expansions 
occurring at about the same 
time in many economic ac- 
tivities, followed by simi- 
larly general recessions, 
contractions, and revivals 
which merge into the ex- 
pansion phase of the next 
cycles; this sequence of 
changes is recurrent but not 
periodic; in duration, busi- 
ness cycles vary from more 
than one year to ten or 
twelve years; they are not 
divisible into shorter cycles 
of similar character with 
amplitudes approximating 
their own.” 

The dating of the busi- 
ness cycle turning points 
is still approximate and 
subject to revisions which 
are certain to shift many 
of the dates now used. 
These shifts will range 
from one month to per- 
haps twelve months. After 
these revisions are carried 
through the dependability 
of the dates will still vary.? 

The determination of 
the peaks and troughs of 
individual series are also 
subject to the limitations 
mentioned. The differen- 
tiation of cyclical move- 

1bid, p. 3 

‘Ibid, p. 96 


*“Our methods of determining specific cycles make no pretensions 
to elegance. Since no fast line separates erratic or episodic movements 
from specific cycles, or erratic turns from cyclical turns, there is 
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TABLE 4; NEW CAPITAL-CORPORATE SECURITY FLOTATIONS 


Monthly Average Total 
DOIG Seo oo cin ersters 191,944 
DU eR sien 225,834 
102 thin 134 sees 151,917 
TOO yc ee. ees 194,645 
OOS Feces ote cerca 225,208 
L924 ds. Ree are 276,858 
7 ea Feo 341,727 
1926 cor ee ators 363,084 
1007 Aree eee: 449,251 
LORS a hicadeien 506,634 
TOROS ree ons 719,953 
1980; Sota Rie oe 412,034 
LOSL AY . naan he 146,954 
RO rs Recess 27,113 
NOSE Site cease see 13,393 
1 Lt foe paar Aiea 14,855 
CS ee eee 33,631 
LOSE 8 somata 101,246 
LOST, acl, Abeta 102,084 
EOS Re ering ea 72,779 
LOSO rs eee a 31,954 
1940. ow th coed 61,365 
1D Le Res Sen 88,517 
1049: Sacttcs eve 52,074 
1043. Fo eee 31,489 
19 4B ht Sete gs 56,040 > 
1S ae apes Orie 105,382 
19444 

January........ 38,773 

February....... 62,616 

March..........| 45,456 

Aprilit ence 76,399 

May on ee ee 36,116 

JUNE wieght ae 36,398 

July. eye ae 57,328 

Amgast. Pee ce ee 105,573 

September...... 30,209 

October......... 136,615 

November. ..... 26,566 

December....... 20,434 
1945a 

January........ 44,071 

February....... 28,925 

March..........| _ 68,072 

Feta )a! bee ccesiadt re 100,923 

Maytnat ncecet 159,360 

UNG Fan smearde 1,352 

July; s.3.5 e002) 2)L6l4 

Augustistonnensic 107,244 

September...... 104,820 

October......... 213,629 

November...... 60,276 

December....... 164,293 
1946 

January........ 131,170 

February....... 47,089 

March..........| 128,215 

April. gue aoe 289,600 

MSY n oes cs 199,771 

RL ie: eee geal 307,350 

Maly rb seeks 366,543 

Atigusts. eu 354,302 

September. .... 172,291 


Long Term | Short Term 


43,543 
93,116 
115,867 
187,215 
158,337 
179,754 
216,017 
241,358 
301,053 
232,431 
195,368 
236,881 
96,956 
22,587 
1,968 
9,342 
26,912 
68,705 
64,093 
66,933 
23,515 
49,093 
72,085 
41,911 
21,969 
86,396 
50,031 


16,350 
58,500 
28,053 
24,004 
15,473 
31,568 
47,623 
68,282 
15,481 
108,835 
8,535 
14,046 


19,210 
24,077 
33,036 
49,882 
103,288 
360 
34,090 
63,778 
35,266 
100,705 
28,816 
107,858 


9,615 
4,992 
16,076 
118,062 
99,215 
114,203 
182,744 
160,794 
97,457 


Bonds and Notes 


Thousands of Dollars 
By Type of Security 


Public 
Utilities 


Preferred 


Beacks Industrial 


27,113 60,512 131,791 23,236 


46,453 39,166 182,695 $1,862 
13,589 5,938 65,079 40,995 

9,637 24,694 56,203 60,520 
11,989 27,926 74,733 73,999 
27,952 26,549 57,562 | 110,467 
24,759 53,132 91,471 | 123,419 
23,285 46,755 99,724 | 133,157 
22,432 74,248 106,721 | 172,112 
18,395 99,106 117,282 | 150,957 


17,194 | 135,915 160,696 | 160,998 
46,395 | 35,432 89,261 
24,058 | 9,680 22,791 
2,343 873 1,380 
1,390 | 1,269 9,349 
2,629 267 2,158 
941] 4,541 17,798 
1,919 | 8,747 $9,425 
8,985 | 17,051 56,727 
299 | 3,996 46,725 
376 | 2,165 15,995 
1,001 | 5,098 11,986 
2,021] 7,824 26,116 
267 | 8,548 33,840 
1,875 | 4,590 23,984 
167 | 11,064 37,629 
158 | 35,911 65,135 


0 20,642 25,923 
0 1,654 54,116 
0 12,593 15,273 
0 38,992 60,462 
2,000 11,088 28,024 
0 1,500 29,962 
0 5,114 25,848 
0 9,888 55,400 
0 9,890 
0 115,388 
0 16,304 
0 14,959 


0 26,259 

0 9,448 

0 53,969 

0 57,698 

0 129,019 

0 992 

0 | 124,222 132,078 

0 32,718 73,921 

0 44,449 76,402 

1,900 75,558 123,535 

0 19,390 51,466 

0 15,748 40,687 46,838 

0 52,919 68,635 96,085 

0 22,597 19,500 36,649 

611 47,647 63,981 | 107,348 

0 95,041 76,496 | 258,906 

0 52,823 47,733 | 131,414 

500 79,308 | 113,840 | 128,230 
0 88,282 95,517 | 107,608 | 176,665 
35,000 16,744 | 141,764 | 213,355 5,425 
0 53,761 21,073 | 180,075 8,956 
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altems may not add to totals due to revised total figures. Revisions for individual items not available for all months. 


ample opportunity for vagaries of judgment.” Ibid, p. 64. 


ments in the many series where erratic fluctuations 
are present is largely a subjective choice. 


Erratic movements are frequent in the stock mar- 
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TABLE 5: TIMING AND DURATION OF CYCLES—RAILROAD STOCK PRICES the cyclical behavior of 


AND GENERAL BUSINESS the stock market, but no 
Source: National Bureau of Economic Research strict rules can be drawn 
; : from the analysis. Predic- 
; A Number of Months Duration of Cyclical Mi ts 
pattie paca Lead (-) or Lag (+) at "Railroad Stock Prices tions based on these find- 
Trough Peak Trough Business Business Expansion | Contraction | Full Cycle i must be Westy) limited. 
Mo. Tr Mo. Yr Mo. ee Cycle Peak |Cycle Trough (Months) (Months) (Months) 
Oct. 57 Mar. 58 May 59 ae -14 5 14 19 MEASURING BUSINESS 
May 59 Sept. 60 May 61 =f Ly 16 8 24 CYCLES 
May 61 April 64 April 65 -12 -32 35 12 AT A oe 
April 65 April 72 June 77 -18 -21 84 62 146 The determination of 
June 77 June 81 June 85 -9 +1 48 48 96 the turning points of gen- 
June 85 May 87 April 89 +2 +12 23 23 46 : ae . 
April 89 May 90 ec. 90 “9 5 13 7 20 eral business activity is 
pee 90 Mar. 92 Mar. 95 -10 +9 15 36 51 based upon the utilization 
ar. 95 Sept. 95 Aug. 96 -3 -10 6 il 17 ae ae 
Aug. 96 April 00 Sept. 00 +10 -3 44 5 49 of quantitative and quali 
Sept. 00 Sept. 02 Oct. 03 0 -10 24, 13 37 tative information. Indi- 
“Sie 03 ric 06 Bi 07 -8 at 35 14 49 vidual cycles run from 
ov. 07 ug. 09 uly 10 -5 -18 21 11 32 . 
July 10 Aug. 12 Feb. 15 5 +2 25 30 55 trough to trough, passing 
Feb. 15 Oct. 16 Dec. 17 -22 -16 20 14 34 through four phases: ex- 
Dec. 17 June 19 June 21 —7 -3 18 24 42 i i E 
June 21 Sept. 22 Oct. 23 -8 -9 15 13 98 ean Ree tes rh, 
Oct. 23 Sept. 29 June 32 +8 -9 7 33 104 traction, an revival. c 
peak month indicates the 
ket. Sharp fluctuations are prevalent in the series on. culmination of an expansion; the trough month indi- 
shares traded, making the choice of the turning points cates the culmination of a contraction.1 The dates 
highly problematical.1 During the contraction phase and duration of the cycles of general business activ- 


between October, 1929, and March, 1933, at least ity are shown in Table 2. The three stock market 
eight distinct peaks and troughs are evident. The series are plotted in Chart 8, with the peaks and 


movements of stock prices, common and railroad, are troughs of the individual series indicated. The turn- 
smoother, but many erratic fluctuations are present. ing points of the business cycle are shown by the 
Between 1938 and 1940, five distinct expansions and vertical lines, the shaded areas representing contrac- 
contractions can easily be found for common-stock tions, and the white areas, expansions. 

prices. The difficulty of marking cyclical fluctuations Of primary importance is the determination of the 
in the past emphasizes the dangers involved in label- behavior of individual series during the expansion 
ing current changes in the stock market as forecasting and contraction phases of the business cycle. The 
trends in general business activity. The findings of three security market series demonstrate a definite 
the National Bureau present a descriptive picture of tendency to lead general business activity at both 

‘bid, p. 63 1Ibid, p. 94 


CHART 3: CLOSING PRICES OF 402 STOCKS 
Source: Standard and Poor’s 
Index Numbers, 1935-1939 = 100 


aaeple ial CORLL 
e/a 
pig ulelldalala 


400 


THE CONFERENCE BOARD 


the peaks and the troughs. The series are similar in 
that they tend to precede the business cycle by one 
cycle stage at the turning points. Tables 2-4 indi- 
cate the amount of the leads in months. The dates of 
the peaks and troughs in the first column pertain 
to the cycles of the individual series. The third and 
fifth columns of tables 3 and 7 indicate the dates of 
the turning point of general business activity. 

The degree of conformity to the business cycle 
demonstrated by an individual series can be meas- 
ured by the “index of conformity.” This index reveals 
whether a series rises during the expansion phase of 
general business activity and declines during the con- 
traction phase. An index of +100 shows positive 
conformity to all expansions and contractions; an in- 
dex of —100 shows inverse conformity. The fact that 
a series demonstrates a characteristic lead or lag is 
taken into consideration in the computation of the 
index. 

The index of conformity for a full cycle takes into 
account changes in the rates of increase and decrease. 
Thus a decline in the rate of increase of an individual 
series during a reference contraction is considered an 
actual decline. A value of +100 for this index indi- 
cates that the rate of change per month during a 
reference contraction is always algebraically lower 

1The bureau has developed cyclical patterns by dividing each cycle 
into nine stages, the first and ninth stage at the troughs and the fifth 
stage at the peak. Stages I-V limit the expansion phase; stages V-IX 
limit the contraction phases. By a process of averaging the individual 
cycle stages, cyclical patterns are secured for each series. The ex- 
pansion phases of the three security market series which are matched 


with the expansion phase of the business cycle include stages VIII-IV, 
for they tend to lead general business by one cycle stage. 
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than the rate of change during the next preceding 
and following reference expansions.! The indexes for 
the three stock market series are: 


Expansions Contractions Full Cycles 
Shares traded on N. Y. 


Stock Exchange......... +87 +73 +93 
Railroad-stock prices. ..... +79 +60 +74 
Common-stock prices...... +88 +65 +88 


1For a complete discussion regarding the computation of the index 
of conformity in addition to its limitations, see Burns and Mitchell, 
op.cit., pp. 176-197. 


Table 6: Coefficients of Correlation between Stock 
Prices and an Index of Business Activity 


Cycle 1903- | 1919- | 1919- | 1934- 


1914 | 1937 | 1933 | 1939 
Business index preceding stock prices 
by: 4:months.. oo... eae ot PRS -70 
S'monthis. «04:40 ee eee oe 81 de fe§ 
Qi mMOnths:. sci acer seh’ < ee .83 .84 
Lmionith®... . acc. 8 Sai oe .84 .87 
Stock prices concurrent with business 
WUGOX id ered ds. «2 ae cpa ae Oe 55 85 84 .85 
Stock prices preceding business index 
by? lmonth:....c & ess ©, ese 65 .86 83 .82 
months. 2: .f44.42neee pee: -70 .85 82 RT 
3 months, «ees. +.0 0b, eee ay .83 .80 72 
@ Months... . scents. o ete a 76 .82 .79 eee 
Stmonthss. Ses. eens 76 .80 ae 
6 months} } | .csenat -eee Aa 76 78 
7 months... dt: org. eis eee 74 .76 
S'months! Fane te eee a 14 
Oaionths*sG.2. 21 eee eS S67 er 
LO Months; nce w. a ee eo .61 .68 
© months... a. onan setae. oe 54 65 


Note: Index of Business Activity used in all four series of coefficients is computed 
by the American Telephone and Telegraph Company. The coefficients covering the 
periods 1908-1914 and 1919-1937 are from F. C. Mills, “Statistical {Methods,” 1939, 
RP- 892 and 396. The coefficients for 1919-1933 and 1934-1939 were computed by 

HE CoNFERENCE Boar, using the average prices of all stocks listed on the New 
Pla anne Exchange for 1934-1939; and the stock prices for the 1919-1933 coefficients 
rom Mills. 


TABLE 7: TIMING AND DURATION OF CYCLES—SHARES TRADED AND GENERAL BUSINESS 


Source: National Bureau of Economic Research 


Lead (-) or Lag (+) at 


Dates of Turning Points 


Business Cycle Peak |Business Cycle Trough 


Duration of Cyclical Movements 


Shares Traded 


Excess Over Business Cycles 


Contrac- Contrac- 
No. of Business No. of Business | Expansion tion Full Cycle | Expansion tion Full Cycle 
Months |Cycle Date} Months |Cycle Date} (Months) | (Months) | (Months) | (Months) | (Months) (Months) 
Feb. 78 May 81 April 85 -10 3/82 -l 5/85 39 47 +38 +9 +12 
April 85 Nov. 85 Feb. 88 -16 3/87 = 4/88 q Q7 -15 +14 -1 
Feb. 88 June 89 Mar. 91 -13 7/90 2 5/91 16 Q1 -l1 +11 0 
Mar. 91 Feb. 92 Jan. 95 -l1 1/93 +7 6/94 11 35 -9 +18 +9 
Jan. 95 May 95 May 97 7 12/95 -l 6/97 4 24 -14 +6 -8 
May 97 Jan. 99 Aug. 00 -5 6/99 —~4 12/00 20 19 +4 +1 ~3 
Aug. 00 May 01 May 04 -16 9/02 -8 8/04 9 36 -12 +13 +1 
May 04 Jan. 06 Nov. 07 -16 5/07 7 6/08 20 22 -13 +9 -4 
Nov. 07 June 09 April 11 7 1/10 -9 1/12 19 22 0 2 2 
April 11 Sept. 11 Dec. 14 -16 1/18 0 | 12/14 5 39 ca | +16 +9 
Dec. 14 Sept. 16 April 18 —23 8/18 -12 4/19 21 19 23 +11 -12 
April 18 July 19 Oct. 21 -6 1/20 +1 9/21 15 27 +6 +7 +13 
Oct. 21 Feb. 23 Oct. 23 -3 5/23 -9 7/24 16 8 4 6 -10 
Oct. 23 Nov. 25 May 26 -l1 10/26 -19 12/27 25 6 2 -8 -10 
May 26 Oct. 29 Mar. 33 +4 6/29 0 3/33 41 41 +23 —4 +19 
Mar. 33 July 88° ol Pees Meee Le siers tepert terse 4a as eral aol atta 
Averages 15 cycles, 1878-1933............... -10.4 4.6 17.9 26.2 -5.5 | 46.3 0.9 


aNot included in averages 
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TABLE 8: RATIO OF STOCK PRICES TO EARNINGS PER SHARE FOR SELECTED COMPANIES! 
Standard & Poor’s 


Source: 


American| Bethle- Nationa] | National} Union Westing- Goodyear 
eral chad : 
Mears by Quaters PTR A | Sem | Coes | te Pom Sic | Foods | Str | Bat | neta (EimthA] Bi | tate | Seeil 
‘ E Co. Corp. Co. 
VTS Et a eS a 324 7.0 12.3 
ade See te eet 4.4 224 5.3 4.9 
nt Lemon Seeee ee 6.5 eer 1400 4.9 
LT eae AO 2 8.9 pall) £18%9 4.9 
ied tate hn AP be 6.6 25.0 6.5 4.9 ane 
Gide saeck tt ee | 104.6 19.7 | 18.1 7.3 
Srd.. iS a 19.0 | 63.6 15.9 19 
Mile eee 28) Figs 3 ee? |) GHG 44.0] 91.7 19.4 : 
TS SIC ee ge - 11.4 6.2 42.5 | 39.8 fe * 9.9 ors 
Onde sees 8 AEe 1138 f° W735 : 45.1] 28.0 . = ¥ 9.5 ; 
Bidet ke eh 1S | 1729 Le 34.5} 36.8 .* x 8.7 ous 
gt saat arse 11.8 618 ae 2 81.1] 34.3 eae Pe STO%0 
ST ae ee a 11.8] 4.4 7.2 ed | SOs. 18.2 | 30.0 13.6 | 27.8 7.8 163.4 |) 13.7 
Sadie Sth 11.6 5.2 6.0 OAL | e.8!| 195-8398 8 8.7 | 39.6 8.5 : 
Srd... T17 7.3 6.9 Bt | eed | 226.55) SS. BUle OA 9.6 | 27.7 7.5 * 
ie ee ae 12.7 7.6 eC OS A NE Wa ter Ca fe 7.5 | 26.6 8.0 
(Soy a ee ee 13.9 6.1 7.0 | $5.6 | 55.1] 90.8] 88.8] 49.7 | 12.1.| 44.4] 10.7] .... 3.5 6.1 
i eee eae 13.9 6.2 5.8| 75.7 | 68.1] 92.6] 28.5] 42.8 8.40 e493] G10278 || boas f ; 
3rd. 15.2 | 25.4 6.8] 69.2:| 90.1) 86.9] 46.8) 47.7 | 18.1.) 36.6] 17.5 | .... 4.9|\ 11.0 
Aen eee hae - 15.7| 39.9] 15.2] 89.5] 75.6] 50.4] 38.3b] 64.4 S700| 287. S) 186.28! “hou : 
Bineretat phe. Vous 15.0| 15.7 | 11.0] 44.0] 101.9] 97.7| 30.4] 64.0] 14.3] 51.0] 17.4 | 15.9 a P 
Bide st. aa ee 14.0 8.9 7.71 89.5 | 88.2) 31.7| 23.1] 50.9] 10.8] 50.4] 19.5 | 14.5 
rd... 14.4) 11.4] 18.1] 51.3} 95.9] 26.1] 30.7] 55.9] 21.9] 50.3] 19.0 9.9 |. 10.0 7.5 
BB ee 16.1 8.5] 15.8] 117.9] 108.8] 19.0] 66.2] 58.8] 15.1] 37.0 9.4 | 12.4 : 
POGOe shee. hc. «= 17.8| 6.5] 12.5] 18.7b] 124.0] 15.2] 15.58] 62.3] 29.9] 62.7 9.1 | 16.0 |\ 9 9 9.1 
Bade: «heetelt.« 19.3 5.3 9.0| 32.1 | 187.7] 93.4 9.3! 56.0 | 18.7 | 29.30] 7.26] 17.2 ; : 
2 hh RR 93.7| 7.2 9.4] 26.3 | 149.2] 17.6] 10.6] 61.5 | 24.6] 26.8] 10.0 | 24.1 |\ 199 4d 
ate jae ste 16.3 8.6 a | 20.0] 105.2} 14.1] 19.4] 53.6 | 16.5 | 15.6 8.0 | 12.9 ; 
Air ets ae 22.3 | 10.5 | 243.8] 23.0| 42.55} 10.9] 12.8] 31.8] 29.9] 36.5| 14.1 | 927.2 ys 14.9 
Dlteee tate 5 19.1| 10.9| 18.4] 19.7] 33.71] 15.6 7.5) 26.0 | 24.5] 25.0] 13.3 | 24.3 ; 
Sra essaeee 19.9] 31.8 a | 24.5| 33.9] 13.9] 17.9] 19.6 | 30.7 | 20.6| 18.9 | 28.4 A 7.8 
CRS SRaRe lee 19.1] 75.0 a | 28.3] 25.6] 17.5 | 21.9] 91.4 8.5 | 15.8] 49.7 | 126.4 ; 
Pelee st ese. sss: 18.7 | 237.5 a | 23.5| $1.6] 19.6] 17.6] 28.6 a 30.9 | 700.0 a ¥ 19.4 
:Sitelys Sn eee 19.1 a 7.5 | 18.5| 29.7] 13.9 7.8| 24.6 | 12.3 | 26.5] 210.4 | 52.3 ; 
cn os 15.5 a 8.8] 13.3] 21.1] 10.8] 24.0] 13.7 | 221.1] 15.6 a | 280. 2 F 
4th... 14.3 a a 15.1] 24.1] 19.9 c 13.2 | 100.0 | 16.9 a a |f 
1932—Ist.... 13.3 a a | 15.2] 28.1]~10.4| 23.5] 15.8 Gearesics a a . S a 
Sridanean.. 2 9.9 a 5.6| 21.3] 22.7 7.6 | 28.6 9.0 a 16.0 a a 
3rd... 14.7 a a | 29.9 | 67.9] 16.5 a | 18.2 a | 31.8 a a g S A 
7 a RS ance 13.7 a a | 21.1] 53.6 A Fit ae - 23.9 3 é 
iS: 15 elena cee 12.8 a a | 24.3| 40.6] 10.1] 25.0] 20.8 a 30.6 a a |\ _ 
eed). WRIe. ah. 17.6 a 4.9| 29.5 | 266.7} 161] 8.3] 30.3 a | 36.2 a a i o 
Bardens: Jeoninret: 16.0 a 6.2| 20.2| 62.5] 14.9] 10.1] 21.6 a 20.6 a ce P 
ie ae 14.4 a | 362.5| 24.5| 85.7] 94.5 a 18.6 | 29.7 | 20.4 a Globee 
ist 3 eer 17.0 a 17.4| 26.4| 39.3] 19.9] 15.1] 95.6] 28.0] 23.0 a a aK 7 
Th al ae 18.2) 14.7 8.7| 23.9] 33.3] 191 8.8} 19.9 9.7] 19.5 a 13.9 : 
SraM Srey eat: 18.4 a | 30.4] 18.7] 89.6] 12.5] 15.6} 19.5 | 23.2] 22.5 a a 8.4 
ARO. Poa, 15.5 a | 350.0] 42.1] 30.6] 918 a 20.0 a 15.5 a 52.8 a i 
BEBO—ASE. fi52 ste aisoia' 15.9 a 4.0 26.5 29.0 13.3 10.3-| 97.3 29.2 19.5 a 10.0 3.9 = 
AR kee ae 20.0 | 135.0 5.6| 28.7} 31.0] j93 7.1| 24.21 14.5] 25.4 a 9.0 : 
Srd... 20.7 a 17.6 | 22.3| 42.5] 15.0] 17.8] 20.0] 25.0] 24.3 a Ws Tee a 
4th... 20.8 | 54.2 8.5} 19.0] 25.7] 15.9] 12.1} 92.3] 18.0] 15.4 a 20.8 : 
LR ee ee 22.2 a 11.7} 31.2] 38.0} 11.4] 14.5] 21.8 | 32.2] 94.4 a 20.4 = \ 19.9 
TT ni ee 21.1] 25.5| 6.8] 18.6] 28.8] 19.8 8.3] 20.8] 11.5] 25.0] 20.0] 18.7 * : 
Bidt fase. sh, 18.7] 20.0] 10.6] 20.2] 33.1] 13.9] 93.0] 15.2] 16.5] 26.7] 90.8] 29.4 7.5 |) 58.7 
ALC ee Pes. TASA e181) 6. Sil 1907, eee 14.5)\| 11.9 1% 20201), 11. 6:| 21%. |, aes | 624.8 ha j 
Mp atl. 28 hat 18.5} 12.8] 12.4] 30.8] 86.8| 18.5] 15.9| 92.7] 17.5] 93.2] 11.9] 18.0 igs 6.0 
Rast tS ate 17.9} 8.2] 6.5] 19.0] 26.0] 17.5 S13)/ 15747 11.0.) 981.0) 7.2.) 15.9 : 
Bed. cat bees 17.1 7.5 7.6! 19.4| 24.5] 15.2] 12.4] 12.5] 12.8] 19.9 7.3 | 14.9 30 
ee ere 14.2] 19.1 5.1| 18.5] 12.4 a 8.2} 10.5 5.6 | 18.4 a 19.7 - 
1988—Ist............. 13.5 a | 19.3| 37.9] 28.0] 9.0] 46.4| 11.4 8.8 | 31.4 a 20.7 Lo 0 
Sides aS 17.9 a 17.8} 43.5} 47.6] 15.8] 17.3| 14.6 9.4] 45.8 a 26.1 thai s 
rides Jonda. xt 18.6 a | 84.1] 86.7] 70.0] 12.2]171.4] 12.8] 46.4] 34.4 a 40.9 l\ 11 5 
1 eek oe VL Soe Sele tok.) oehny NSt. acl F720 8.7] 12.8] 14.5] 17.3 a 28.3 : Me! 
LLG ESTE ae ag 18.0] 86.8| 6.4] 298.2] 82.7] 13.3 7 je 15.6 | 15-0) 081.5 a 26.7 5.01) 18.0 
nd ae 2G 18.2} 21.8] 6.4] 21.9] 26.6] 15.4 9.9] 16.7 9.9 | 30.0 a 15.8 ; 
Sriloe. ban secel 16.9] 21.1] 16.4] 24.5] 34.2] 11.9] 98.3] 18.4] 50.0] 25.0] 41.5 | 29.1 0: Pa 
[Ca gh deep Set Leg 16.8| 5.4] 17.9| 17.6] 17.9| 95.5 8.3! 12.0! 129.9] 19.1 6.4 | 16.4 : 
Ye rg el ROE Ue) BESO 20. Ol AES Deke) kee Sy VIZ. 1 ey Oe a4 ff 
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TABLE 8: RATIO OF STOCK PRICES TO EARNINGS PER SHARE FOR SELECTED COMPAN IES'—Continued 
Source: Standard and Poor’s 


American} Bethle- 


Years by Quarters ae Lo! Chrysler | du Pont a — 
1940—Isb Se occas so 17.5 6.4 6.0 23.5 23.2 14.6 
Onder Asis cee ee 16.7 6.1 4.7 20.6 16.3 19.7 
SRd ots scents 17.2 5.5 | 390.0 25.2 22.4 18.2 
Ath fee eo) shes 14.9 5.0 d 26.5 12.5 10.8¢ 
TOSI Late on ua sities wins 15.9 6.5 7.2 21.4 20.5 10.9 
Snd's. oe Ree 15.1 13.5 5.5 20.3 15.7 17.1 
3rd... 15.2 7.9 7.6 18.5 20.0 14.0 
4th... 14.0 5.5 4.6 19.5 9.9 15.5e 
1942 —lat. cece ses 12.4 9.8 12.2 23.9 16.7 14.8 
Bnd. ects hee 12.6 8.6 16.6 32.4 18.1 14.6 
Srd ash eee ose 13.8 6.9 11.6 22.7 20.0 14.2 
7) 2 eae Pate A eee 15.7 10.2 73.9e| 19.2e} 16.3e} 11.7e 
1948—I st... .cs650 0044 15.7 11.1 13.0 31.3 25.7 15.4 
Orid 3... . sae 17.5 9.7 14.7 84.1 27.0 22.8 
Srdsgeds abe tee 17.1 9.0 20.1 31.9 27.1 19.0 
MEN cick tue oes 17.6 3.8 14.0e} 16.7e} 19.7e}] 13.2e 
1944—Ist............. 18.4 9.2 16.4 26.3 25.0 16.9 
Qaida x eae stoels 19.3 9.2 14.5 29.7 26.4 29.1 
Sra wan ean aes 19.1 9.4 a byt 19.7 24.4 26.2 
Ath is; Stee. 19.3 3.4] 16.le} 20.3e| 15.2e) 14.2e 
1945—Iist..... 22h 19.6 ‘8.9 ak Pp! 26.2 94.4 15.1 
Rind. .e < tate 20.1 9.2 13.1 28.9 23.9 14.8 
Sidi et ee 21.5 11.0 oS ..7 33.2 30.0 20.7 
AUN tose te oe ee 21.0 7.3 9.9e] 23.9e] 17.2e| 38.2e 
1946—Ist............. 20.8 24.5 a 20.4 a 16.0 
Ondo osc nee ene 22.6 6.5 28.3 24.1 44.5 18.8 
arter] t 1 rate d ii ting the ti 
Seal f Sager 4 AS aS split a Taouiry, (3900 ip eh oil 


*Based on adjusted shares. 
aNot computed because of deficit. 
bNew common stoc! 


The indexes of conformity, together with the data 
on leads and lags, describe the behavior of the stock 
market in relation to the business cycle. However, 
the measurement of business cycles is still in its 
primary stages. Much remains to be done before 
hard and fast conclusions can be drawn from the 
analysis. 

There is further evidence that stock prices in pre- 
war years were losing some of their ability to fore- 
shadow changes in business conditions. Indeed, by 
one mode of determination, business conditions seem 
to have foreshadowed changes in stock prices from 
the passage of the Securities Exchange Act of 1934 
to the outbreak of war. Such a situation is strongly 
suggested by the figures in Table 6 and charts 1 
and 2. 

The technique employed in this case is that of 
Prof. F. C. Mills, who made use of it in the 1939 
edition of his book, “Statistical Methods.” It con- 
sists not merely of studying “turning points” of stock 
prices and of business cycles, but of computing co- 
efficients of correlation between stock prices and 
industrial activity, first using the two series concur- 
rently and then “lagging” business conditions (or as 
applied by Tae Conrerence Boarp in this instance, 
by also “lagging” stock prices) by one, two, three or 
more months. The size of the coefficient is then taken 
to indicate the relative position of the two series in 


National | National} Union Westing- Goodyear 

bon &| U.S. h Tire & 

Moterat | Bigeuit | »Cash  \arrbide | Steel | Electric Godrich Rubber 

; crigk (AES : Co, 
9.2 15.8 12.9 18.6 11.9 
10.8 | 15.3 7.2| 16.9 8.8 
39.5 14.4 138.6 15.6 4.7 
8.1 9.1 9.6 14.5 5.8 
7.5 11.5 11.7 14.5 4.1 
8.1 12.1 5.9 15.3 6.6 
11.2 13.6 4.7 16.3 4.4 
9.0e 8.8 6.3 17.6¢ 8.2 
18.2 11.0 6.9 14.6 12.4 
18.1 13.5 8.3 20.1 8.1 
12.7 12.9 9.7 18.8 16.1 
6.2e] 12.5e 9.0 15.5e 5.3 
17.6 14.3 11.8 21.1 13.6 
18.0 16.7 14.1 20.3 13.2 
15.4 16.7 13.0 19.5 9.1 
15.le| 58.3e) 19.5 19.6e 15.8 
16.5 14.6 13.5 20.4 10.6 
18.3 17.2 16.0 20.7 14.2 
17.3 18.0 16.3 19.8 2.1 
16.0¢e| 37.5e] 16.4 26.0e] 27.8 
14.7 16.2 22.2 20.2 14.9 
12.8 16.9 18.8 20.4 14.4 
23.7 25.8 25.7 24.0 30.8 
21.9e] 23.6e] 95.0 26 .3e 25.3 
a 14.8 a 24.8 | 46.7 
55.5 15.4 27.0 18.8 26.2 

“i Big al coat <A not Lome because of year-end adjustment, Final half-year 
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which up and down movements most nearly corre- 
spond. 

Professor Mills finds that during the years 1903- 
1914, the highest correlation existed when business 
conditions were “lagged” four to six months; that is, 
when changes in stock prices were associated with 
changes in business conditions which actually oc- 
curred four to six months later. In a sense, therefore, 
it may be said that stock prices during this period 
seemed to foreshadow or forecast business conditions 
four to six months later. 

Similar computations for the years 1919-1937 are 
much less conclusive on the point. Here the highest 
coefficient is obtained when stock prices are matched 
with business conditions only one month later. The 
coefficient obtained when concurrent dates are used 
is for all practical purposes identical with that of a 
one-month lag and is identical with that obtained 
when business is lagged two months. 

When the period 1919 through 1933 which immedi- 
ately preceded the passage of the Securities Exchange 
Act of 1934, is segregated for study, it is found that 
the case for stock prices as a forecaster of changes in 
business conditions vanishes. When stock prices are 
matched with changes in business conditions occur- 
ring one month earlier, a coefficient fully equal to that 
obtained on a concurrent basis is obtained, while the 
process of lagging stock prices two months seems to 
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CHART 4: RATIO OF EARNINGS TO MARKET VALUE OF STOCKS! 


Source: Cowles Commission 
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Note: Deficits have been omitted. Shaded areas represent contraction phases of general business activity as determined by the National Bureau of Economic Research. White 


areas represent expansion phases of general business activity. 


{Ratio of annual earnings to monthly average of stock prices, 


give similar results as lagging business by one month. 

From 1934 through 1939, the highest degree of cor- 
relation is obtained when stock prices are lagged by 
one month, while the coefficient declines as stock 
prices are brought to a concurrent basis with business 


conditions, and finally are matched with changes in 
business conditions occurring in later months. So far 
as this technique is accepted, it must be said that 
business conditions definitely forecast stock prices 
during this period rather than the reverse. 


III. Stock Prices and Corporate Profits 


HE relationship of corporate earnings and stock 

prices, one would think, is clear and unequivocal. 
An investor before making a stock purchase would, 
under normal circumstances, calculate as best he can 
the probable earnings and then make a bid price 
which would assure him of a reasonable return on his 
money. One would expect that investors would not 
bid up the price of shares so as to make his return 
disproportionate to his investment. Differing esti- 
mates of probable earnings by investors would in 
itself have some influence in causing price changes 
not strictly warranted if earnings were definitely 
known. 

This reasoning would be true if all investors were 
to look only to the return from their investment and 
to be influenced by no other consideration. That it is 
not so can be seen from the most cursory compari- 
son of quotations and earnings. Why do American 
Telephone and Telegraph and du Pont sell at about 
the same price-earnings ratio in mid-1946 as in the 


1929 boom, while General Motors is selling well above 
the 1929 price-earnings ratio? General Electric, mean- 
while, is selling at a ratio well below that prevailing 
in 1929. While a simple explanation cannot be 
offered, an examination of the long-term movement 
of this ratio, together with its components, prices and 
earnings, is worthwhile for whatever light it may 
throw upon investment psychology.t 


PRICE-EARNINGS RATIO 


The price-earnings ratio in the past has received 
considerable attention from stock-market analysts. 
Some conventional price-earnings ratio has been ac- 
cepted generally as providing a basis for measuring 
the value of stocks. A stock price less than the ac- 
cepted number of times its earnings was considered.a 
bargain, other things being equal. Conversely, a stock 


1In any such comparison, the uncertain nature of reported earnings 
must be kept in mind, particularly so in the later years when tax 
refunds, renegotiation and war reserves made earnings subject to 
adjustment long after financial statements have been published. 
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was overpriced when its price-earnings ratio was above 
that accepted as normal. 

As might be expected the conventional ratio has 
changed over the years. In one period a ratio of ten 
times earnings is considered satisfactory, while, in 
another, twenty or thirty times earnings or even 
more might not be considered too high a price to pay. 
“Prior to the 1927-1929 bull market ten times earnings 
was the accepted standard of measurement. . 
Companies in especially favored groups, e. g., public 
utilities and chain stores, in 1928-1929 sold at a 
very high multiple of current earnings, say, twenty- 
five to forty times. . . . Subsequent to 1932 there 
developed a tendency for prices to rule higher in re- 
lation to earnings because of the sharp drop in long- 
term rates,”! 

In more recent years, less and less attention has 
been paid to this useful guide. Table 8 presents the 
course of this ratio by quarters for a number of prom- 
inent companies for which data were obtainable. 


Steels 


Both United States Steel and Bethlehem Steel have 
had very erratic price-earnings ratios. The instability 
of earnings mainly accounted for the jerky up and 
down movement. The ratios for both companies 
ruled low (lower than the immediately preceding 
period) in the late stages of the upswing of business 
cycles, for example in 1929 and in 1937. During the 
four quarters of 1929 Bethlehem Steel sold for 6.4 
times earnings as compared with 11.1 times earnings 
in 1928. The same thing happened in 1937; the price- 


{Benjamin Graham and David L. Dodd, “Security Analysis,” 
McGraw-Hill Book Company, Inc., New York, 1940, pp. 530-1. 
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earnings ratio of United States Steel stock showed 
the same movement. In the upswing, stock prices rise 
faster than warranted by earnings and then slow up 
until the rise in earnings more than catches up with 
the rise in prices. 

During the first half of 1946, United States Steel 
sold on a price-earnings basis much above the com- 
parable 1929 period, 46.7 and 26.2 times earnings, 
respectively, for the first and second quarters of 1946 
as compared with 9.1 and 7.2 times earnings for the 
comparable 1929 quarters. Bethlehem Steel in 1946 
also sold above the 1929 ratios—but the difference in 
ratios was not so great. 


Motors 


Both automobile companies, Chrysler and General 
Motors, exhibited the same tendency as the steel 
shares to sell at a lower price-to-earnings ratio in the 
latter part of the upswing of the business cycle. This 
was true for both companies in the 1929 and the 1937 
peaks. In the first part of 1946, both automobile com- 
panies were selling on a price-earnings basis well 
above the ratios in either 1937 or 1929. 

The three remaining durable goods manufacturers 
exhibited the opposite tendency in the 1929 boom. 
The stocks of these companies sold on a higher price- 
earnings ratio in the latter part of the upswing com- 
pared with the beginning of the upswing. During the 
1937 expansion, however, all three issues sold on a 
lower price-earnings basis in the latter part of the 
cycle, following the pattern exhibited by steels and 
automobiles. 

The six manufacturers of nondurable products ex- 
hibited a fair degree of stability in price-earnings 


CHART 5: EARNINGS AND COMMON STOCK PRICES OF INDUSTRIALS 
Sources: Standard and Poor’s 
Index Numbers, 1935-1939=100 


TRaves 
c 
SEREN? 


1924 i925 1926 1927 1928 1929 1930 1931 1932 


PENT on | SIRS Sa Ba 
VAMC | fail Acid oils hai 
ANY V PS el al 


SPAT Vn! 


Vier 
geet | 
120 COMPANIES 


(BY QUARTERS) 


1933 1934 1935 1936 1937 1938 1939 1940 


October, 1946 


Table 9: Summary of Movements during Business Cycle Expansions and 
Contractions, Three Stock Market Series 


Source: National Bureau of Economic Research 
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general moved up and 
down together. Both series 
rose from 1924 to 1929 in 
about the same degree. 


Number of Business Cycle 
Expansions 


Series 


In Which Series 


Covered Covered 


Shares traded on New York 


Stock Exchange.......... 15 15 
Index of “all” common stock 

WTOC seach cid ve a(Heun ot 15 16 
Index of railroad stock prices. 19 20 


Rises during business cycle expansion or declines during business cycle contraction. 


2Difference between the two preceding columns. 


ratios throughout the period. The sharp up and down 
movements observable among the durable goods 
manufacturers were absent. In the 1929. expansion 
only the shares of three of the companies sold on a 
lower price-earnings basis in the latter part of the 
cycle. Goodrich sold on a higher basis, while two 
companies (National Biscuit and Goodyear) showed 
no clear tendency one way or the other. 

The only company (American Telephone and Tele- 
graph) included in the tabulation which sold services 
exhibited a remarkable stability in price-earnings 
ratio. The low point was in the second quarter of 1932 
with prices 9.9 times earnings while the high was 
reached in the third quarter of 1929 with prices 23.7 
times earnings. The ratio ruled higher in 1929 than 
in the immediately preceding period, while in 1937 
the price-earnings ratio was lower than in the preced- 
ing year. 

Chart 4 shows the long-term trend (on an annual 
basis) of the reciprocal of the price-earnings ratio, 
namely the ratio of annual earnings to average month- 
ly prices. In other words, the lines in the chart repre- 
sent the average return to an investor purchasing cer- 
tain selected shares of stock. To provide a means of 
reference, the background has been shaded to dis- 
tinguish between the expansion and contraction 
phases of general business activity. 


INDUSTRIAL STOCK PRICES AND EARNINGS 


Another manner in which the relationship of earn- 
ings and stock prices can be shown is contained in 
Chart 5. In that chart, indexes of the quarterly earn- 
ings of industrials are shown along with a monthly 
index of stock prices of industrial shares. Ideally, the 
two indexes should be based upon data secured from 
the same companies, but unfortunately this was im- 
possible. The companies making up the index of 
earnings and index of prices are not identical and, as 
a result, the analysis here presented must be subject 
to some reservation. 

It is apparent that in the seventeen years here 
shown the index of earnings and of prices have in 


Number of Business Cycle 
Contractions 


In Which Series 


Similarly, the drop follow- 
ing 1929 and the rise fol- 
lowing 1932 are shared by 


Number of Business Cycle 
Phases 


In Which Series ° 
Covered both the earnings and 


Con- Fails to 
forms! |Conform? 


price index. In the bull 
market from 1933 to 1937, 
both series again followed 
roughly parallel courses. 
6 While the drop in late 
1937 and early 1938 is re- 
flected in both indexes, 
thereafter the two series 
appear to part company. From about mid-1938 to 
1941 the earnings index moved up irregularly, since 
the earnings of industrial companies were, no doubt, 
stimulated by defense orders at home and by war 
orders from abroad. Prices sagged meanwhile. 

While the two indexes, in general, moved together, 
the earnings index tended to rise higher on the up- 
swing and to fall lower on the downswing than the 
price index. This is true of all the upswings and 
downswings here shown. At the 1929 peak, the index 
of earnings was about fourteen index points above 
the price index. In the 1932 trough, the deficit shown 
by the earnings index naturally brought that index 
below the price index, since the lowest point an index 
of prices could reach would be zero. In the 1937 
peak and 1938 trough, the same phenomenon can be 
observed: earnings rose more and fell more than stock 
prices. 

Little can be said about the lead or lag of prices or 
earnings at the turning points. In 1929, earnings 
reached a peak in the second quarter and thereafter 
dropped precipitously until the fourth quarter of 
1932. Stock prices did not reach their peak until Sep- 
tember, 1929, at least three months and perhaps as 
much as six months after the peak in earnings. 

Stock prices reached their low point in June, 1932, 
and thereafter rose fairly steadily until early in 1937. 
Hence the upturn in stock prices preceded the up- 
turn in earnings by at least three months and per- 
haps as much as six months. 

At the 1937 turning point, instead of earnings lead- 
ing stock prices as in the 1929 peak, the situation was 
reversed; the downturn in stock prices preceded that 
of earnings by one to three months. The peak in 
stock prices was reached in March, 1937, but not until 
the second quarter of 1937 did earnings begin to fall. 
The lapse of time between the turning point of one 
series and the turning point of the other series is ob- 
viously shorter in 1937 than in either 1932 or 1929. 

The fairly pronounced seasonal pattern exhibited 
by earnings cannot be found in the index of prices. 

(Text continued on page 407) 
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COMMON STOCK PRICES AND WHOLESALE PRICES, ALL COMMODITIES 


Sources: Bureau of Labor Statistics; Standard and Poor’s 
Index Numbers, 1926-100 
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VV HASEVER. relationship can be assumed a priori 
to exist between the security market and com- 
modity market, little correspondence is observable be- 
tween the movement of common-stock prices and 
wholesale commodity prices in the thirty-three years 
shown on the accompanying chart. Commodity prices 
have been low in periods in which stock prices have 
been high and vice versa. In some periods commodity 
prices have moved up and down with stock prices, but 
there are also periods when the two series have moved 
in opposite directions. 

Common-stock prices rose slightly from the end of 
1915 to the end of 1916 and then fell sharply to the end 
of 1917, while commodity prices were rising sharply; in 
1918 and 1919, stock prices rose again, this time in line 
with the continued rise in commodity prices. The 
break in stocks took place in the third quarter of 1919, 
while it was not until the middle of 1920 that com- 
modity prices turned down from the heights reached 
in the First World War. 

Just prior to our entry into World War II and during 
the early part of our participation in the war, stock 
prices fell while commodity prices rose, duplicating the 
pattern in the early part of the First World War. Unlike 
World War I, however, stock prices thereafter rose, 
while commodity prices leveled off until price controls 
were abandoned at the end of June, 1946. 

Leads and lags of one series over the other are evi- 
dently lacking. During the 1926-1929 boom of stock 
prices, commodity prices held steady. Similarly, in 
1935-1937, commodity prices traveled along a plateau, 
while common stocks rose and fell sharply. 

The two series would seem to point to the inad- 
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visability of relying solely upon commodities or com- 
mon stocks as a hedge against inflation. In the credit 
expansion that took place during the First World War, 
a person putting his reliance in common stocks as a 
hedge would have been sorely deceived for while com- 
modity prices shot up, the prices of stocks showed no 
tendency to rise. 

During the years 1926-1929, just the reverse was true: 
stocks would have been an adequate hedge if holdings 
were disposed of at the proper time. 

During the Second World War, a switch from com- 
modities to common stocks would have been necessary 
early in 1945 in order to guard against inflation. At 
that time, stock prices, which had lagged far behind 
the increase in commodities, caught up and passed 
commodity prices. 
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(Text continued from page 405) 

In other words, it would appear that market traders 
are accustomed to the seasonal swings and generally 
discount them. The seasonal pattern in earnings, 
while by no means uniform, can be shown by an ex- 
amination of such a year as 1925, a fairly representa- 
tive year falling in the period of the upswing. During 
the first three quarters, earnings rose steadily and then 
fell in the fourth quarter, but to a level above first- 
quarter earnings. Stock prices followed a much dif- 
ferent course, rising from January to February, fall- 
ing back in March and April, and rising continuously 
thereafter until the end of the year. 

On the downswing from 1929 to 1932, while the sea- 
sonal pattern of earnings changed from that prevail- 
ing in the upswing,’ the index of stock prices still 
did not conform to that for earnings. Similarly, in 
the 1933-1937 upswing, when the index of earnings 
appeared to show still another seasonal pattern, stock 
prices exhibited little seasonal fluctuation. 


PUBLIC UTILITIES 


The movement of earnings and stock prices of pub- 
lic utilities shown in Chart 6 differs considerably from 
the movement shown by industrials. While there ex- 
ists a rough parallelism between earnings and price 
of public utilities in the years 1924-27 and 1932-41, in 
1928 and 1929 the price of public utility stocks 
soared while earnings increased only moderately. Not 
until the beginning of 1932, after stock prices had 
fallen sharply and steadily for about two and a half 
years did earnings and stock prices approach the same 
level. 

From January, 1924, to the peak in 1929, stock 


1Jt is difficult to say whether an actual change occurred in the 
seasonal pattern or whether the cyclical changes were of such strength 
as*to blur the seasonal pattern. 


prices increased by about 320%. In contrast, the per- 
centage increase in earnings from the first quarter of 
1924 to the peak in 1929 was only about 117%. In 
other words, the increase in prices was about two and 
three-quarter times the increase in earnings during 
that period. 

Similarly, in the collapse following 1929, a drop in 
earnings of about 50% was accompanied by an 82% 
drop in the prices of public utility shares. Thereafter, 
the two indexes did not diverge significantly from 
each other until late in 1939. At that time, the earn- 
ings index rose, while the price index showed a sag- 
ging tendency. This divergent movement was strik- 
ingly similar to that exhibited by industrial stock 
prices and earnings. 

Excluding from consideration the period 1928-1931, 
the swings in prices and earnings of public utilities are 
of about the same magnitude, unlike industrials where 
swings in earnings were of greater magnitude than 
swings in prices. 

Unlike industrials, prices of public utility shares in 
the year 1929 reached a peak before earnings. The 
peak in stock prices was reached in September, 1929, 
at 375.1 (1935-39=100); thereafter, prices dropped 
precipitously reaching 234.7 three months later, in 
December of the same year, recovered until April of 
the following year, and then continued their down- 
ward plunge. Earnings of public utilities did not 
reach a peak until the fourth quarter of 1929, from 
one to three months after the peak in prices. 

The first low point in utility earnings following 1929 
was reached in the third quarter of 1932, while the 
low point in prices occurred in June, 1932, again lead- 
ing earnings but by three to six months this time. 

Both series recovered slightly from this low only 
to decline again in 1934-35 to new lows. In the new 


CHART 6: EARNINGS AND COMMON STOCK PRICES OF PUBLIC UTILITIES 
Source: Standard and Poor’s 
Index Numbers, 1935-1939 = 100 
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low, earnings preceded prices by six to nine months; 
the low in earnings occurred in the third quarter of 
1934 and the low in stock prices in March, 1935. 

In the following cycle, the earnings peak came be- 
fore the price peak, contrary to the situation of 1929. 
Earnings were at a peak in the fourth quarter of 
1936, while it was not. until January, 1937, that prices 
reached a high, from one to three months after the 
peak in earnings. 

In the 1938 turning point, stock prices led by three 
to six months. Stock prices reached the bottom in 
April, 1938, while the low point of earnings took place 
in the third quarter of the same year. 


To summarize, out of the five turning points, from 
rise to fall, or from fall to rise, public utility stock 
prices preceded earnings in three of the turning 
points, the 1929 peak and the troughs of 1932 and 
1938. In contrast, industrial stocks led in three out 
of four turning points. Industrial earnings preceded 
stock prices only at the 1929 peak. 

Frank GAsTALDO 
Wuu1am B. Harrer 
Anita R. Koreitson 
Freperick W. JoNES 
Bernarp Moss 

Division of Business Economics 


IV. Foreign Commodity and Security Prices 


NFLATIONARY forces the world over have not 
yet fully expended themselves in spite of strong 

counter measures adopted since the war. Where con- 
trols have taken hold, the process has been slow. 
Elsewhere, increased living costs have resulted in 
strikes for higher wages. This has brought about a 
growing body of legislation of an increasingly drastic 
nature. Yet controls continue to break down and 
there is no way of gauging how effective new ones 
will prove. 

Foreign stock markets have also felt the impact 
of inflationary forces. However, the rise in security 
prices has been less pronounced, although during the 
war years the volume of trading on most European 
exchanges fell sharply. Instances of sharply declining 
security prices in the face of rising commodity prices 
during short periods were noted in Italy, Finland and 
France. Resumption of trading to more normal vol- 
umes has generally been at higher prices. 

Referring to the chart on published price trends 
in selected countries it will be seen that some gov- 
ernments are enjoying a degree of success in their 
fight against inflation. Switzerland and Sweden, two 
former neutrals, have reduced commodity prices be- 
low their wartime peaks. To pare the cost of imports, 
while at the same time tempering foreign demand for 
her products, Sweden upvalued her currency. 

Rigid controls have been necessary to enable Bel- 
gium and Denmark to avert a runaway inflation. In 
Belgium this involved the freezing of bank accounts 
and the exchange and partial freezing of the currency 
in circulation. These measures have been eased since 
liberation. Wage demands have been met by a pro- 
gressive lowering of prices by government decree. In 
France, however, sharply rising prices have nullified 
the effects of wage increases so that the wage-price 

1The Conference Board Business Record, August, 1946, p. 321. 


problem still persists. By June, 1946, prices had 
climbed to more than five and one-half times the pre- 
war level. In Finland, a similar trend in prices car- 
ried them to six times the 1939 level. 

Inflation is rampant in Southeastern Europe. Price 
increases continue unabated in Bulgaria and Ru- 
mania, and Hungary is experiencing a period of 
hyperinflation. Barter is the principal medium of 
trade in Hungary with workers demanding food in 
place of wages. Currency reforms have been of little 
avail. Introduction in August of a new currency unit, 
the florint, has failed to overcome the inflationary 
pressures inherent in curtailed production. Living 
costs in Poland have reached a critical level. Con- 
tinuation of stringent rationing may save that 
country from a fate similar to Hungary. 

According to official estimates, price and rationing 
controls have been more successful in Germany than 
elsewhere on the Continent and even in the United 
States and Great Britain.1 At the close of 1945, 
wholesale prices in Germany ranged from 18% to 
20% above the 1939 average vis-d-vis advances of 
74% for Great Britain and 40% for the United States. 
These estimates would appear to understate the de- 
gree of inflated living costs within Germany owing to 
the widespread resort to barter and the unknown 
extent of trading on the black market. 

Living costs in all Latin American countries are 
high and goods are scarce. In nearly all cases wages 
have failed to keep pace with rising prices. Selected 
South American countries appearing in the chart 
show without exception an extension of the wartime 
price inflation into the postwar period. Colombia ex- 
perienced appreciable advances in prices since the war. 

1Monthly Report of Military Governor, United States Zone, 
June, 1946. 


(Continued on page 412) 
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CHART 7: PRICE TRENDS IN SELECTED FOREIGN COUNTRIES 
Sources: Official publications 
Index Numbers, January-June, 1989=100; financial indexes, June 30, 1989=100 
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CHART 8: CYCLICAL BEHAVIO 
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(Continued from page 408) 

A wide variety of government controls is aimed at 
making commodities more plentiful. It was the ac- 
celeration of exports without offsetting imports dur- 
ing the war years that caused inflation to get under 
way in South America. Tariff adjustments now being 
undertaken generally favor the importation of scarce 
commodities. Brazil has suspended import duties on 
scrap iron and steel and other goods of prime neces- 
sity. Paraguay has reduced its tariff on woolen prod- 
ucts and Venezuela has made similar revisions for 
meats. However, it will be some time before imports 
and domestic production are able to equal demand. 

Advancing security prices have, in some instances, 
established new high records since the turn of the 
year. Latest available figures show stock prices on 
the Swedish, Argentine, Irish and British exchanges 
at postwar high levels. Prices on the London Ex- 
change have been trending upward since mid-1940. 
No significant reaction was reported to the early 
September break in stock prices in this country. 

While apprehension over the trend of world events 
may have acted as a depressant upon domestic stock 
prices, it is generally acknowledged that foreign liqui- 
dation has been a negligible influence. While no data 
are available which indicate the extent of foreign 
holdings in this country the amount held is known to 
be large. In fact, this country was a net debtor on 
investment account to the extent of $1.2 billion in 
September, 1944, Hence foreign liquidation is a factor 
with which the market may presumably have to 
reckon. In 1941, foreign-owned dollar assets in the 
United States totaled approximately $13 billion:1 
Continental Europe accounted for $4.8 billion, in- 
cluding $3.0 billion in securities and deposits; the 
United Kingdom, $3.2 billion, including $1.0 billion 
in securities and deposits; Canada, $1.8 billion includ- 
ing $1.0 billion in securities and deposits; Latin 
America, $1.4 billion, including $.8 billion in securities 
and deposits; the rest of the world, $1.5 billion. 

Ownership among the European nations is not 
evenly distributed, with Great Britain, Netherlands, 
France and Switzerland owning by far the largest 
part. Despite reconstruction loans they may elect 
to use some of these funds at home. This question 
has been discussed by the French Government, 
which may sell the United States holdings of its na- 
tionals as the need for dollars arises. The government 
has arranged for liquidation of its British holdings. 
The Netherlands Government has instituted a tax on 
the wartime appreciation of American securities held 
by its nationals. Since this tax is to be paid by the 
end of the year, some liquidation is looked for in the 
near future. 

Joun H. Watson, III 
Division of Business Practices 


1Census of Foreign-owned Assets in United States Treasury De- 
partment, Washington, D. C., 1945. 


Washington Slum Clearance 
Controversy Outcome 


COMPROMISE urban redevelopment act, 

which constitutes in the judgment of Washing- 
ton private builders a fair settlement of the slum 
clearance dispute, was signed on August 2 by Presi- 
dent Truman. This measure followed many months 
of intensive hearings and heated debate on the sub- 
ject before Congressional subcommittees.t 

The act creates a public land agency to assemble, 
clear and prepare for redevelopment slum and 
blighted land in accordance with a redevelopment 
plan previously mapped out by the National Capital 
Park and Planning Commission and approved by the 
Board of Commissioners of the District of Columbia. 
The land agency is then authorized to transfer to ap- 
propriate public bodies those sections of the area 
which are to be devoted to public uses (except public 
housing) and to sell or lease the remainder as an en- 
tirety or in parts to redevelopment companies, indi- 
viduals, or partnerships. The sum of $20 million is 
appropriated to enable the agency to carry out its 
various functions. 

Two provisions are included in the act as safe- 
guards of private building interests. First, no lease 
or sale of a project area may be made to a public re- 
development company unless the terms of such agree~ 
ment will provide the land agency with greater com- 
pensation than offers received from responsible pri- 
vate sources within a reasonable period of time. Sec- 
ond, low-rent public housing is carefully defined so 
that it is available only to the lowest-income groups. 
To be eligible, a family must have a net family in- 
come no greater than the upper limit of the lowest 
20% of all family incomes in the District of Colum- 
bia. Rents in turn must not exceed one fifth of the 
maximum eligible net family income. If, for example, 
it is found that the bottom fifth of family incomes 
in the District ranges from zero to $1,500, only fami- 
lies earning $1,500 or less would be acceptable in 
public housing and rents would be established at a 
maximum of $25 a month. This definition of public 
housing is to be effective for one year, at the end of 
which period it shall be reexamined by the District 
Commissioners and discussed at a public hearing. If 
any modification of the definition is found advisable 
because of unsatisfactory progress in the provision 
of low-rent housing, the District Commissioners shall 
recommend the necessary changes to Congress. 

'Tue ConFeRENCcE Boarp analyzed the Washington slum clear- 


ance controversy in “Public versus Private Housing,” Studies in 
Business Policy No. 6, March, 1945. 


Chronicle 
September, 1946 


1 New York truck strike begins. 
3 Stock market suffers worst break in 15 years. 


4. Treasury Department revamps depreciation rates on 
rental housing projects. 


5 AFL shipping strike paralyzes nation’s trade. 


6 OPA sets new retail ceilings for most meats of 3.75 cents 
a pound above June 30 ceilings, Steelman directs RFC 
to maintain sale price for natural rubber at 22.5 cents 
per pound. National Wage Stabilization Board certi- 
fies a five-cent wage increase for large group of cotton 
textile mills. 


8 Federal budget can be balanced and personal income 
taxes cut by 20%, says Rep. Knutson. 


9 Stock market hits new 1946 lows with heavy selling. 


10 OPA officials indicate no price changes under Barkley 
pricing formula expected this year. Six-point program 
announced for scrap metal, including a price increase 
for cast-iron scrap and the imposition of strict inven- 
tory controls. 


11 Stocks stage recovery. National Wage Stabilization 
Board again refuses wage increases to two AFL sea- 
men’s unions. Income payments in July rose to an all- 
time high. 


12 Economic Stabilization Director Steelman authorizes 
Maritime Commission to pay members of AFL sea- 
men’s unions same rate as set by private ship oper- 
ators, thereby overriding WSB decision. International 
Monetary Fund asks thirty-nine member nations to 
set exchange rates within thirty days. Department of 
Agriculture will stop buying United States meat for 
cash-paying governments beginning September 30. 


13 AFL seamen sign wage pact on basis of Steelman for- 
mula; CIO seeks comparable increases; strike begins. 
War Assets Administration orders audit of all indus- 
try-agent agreements and cost-plus contracts con- 
cerned with surplus war-property disposal. United 
States and Paraguay sign trade agreement. Newsprint 
production in August sets new record. New Bolivian 
tin agreement signed, RFC announces. Manufacture 
of lightweight economy car postponed indefinitely, 
says General Motors official. OPA raises ceilings on 
raw and refined sugar, effective September 18. 


14 Dealers increase commercial paper rates for the second 
time since July 22. 


15 FDIC recommends banks retire preferred stock held by 
RFC and replace with common stock. Senate Small 
Business Committee recommends adjustment of freight 
rates, reorganization of ICC. 


16 OPA grants 6% retail price increase on new Ford pas- 
senger cars, under new formula applicable to all 
makers. Refinancing declined in first half of 1946, 
but new money financing was largest for any similiar 


of Business 


previous period since 1931, reports SEC. Mexico offers 
two plans to pay off rail bonds under bank agreement 
and registers $233.1 million in outstanding railroad 
securities with the SEC. 


17 OWMR appoints subcommittee, at President’s request, 
to examine entire wage stabilization policy. New York 
City truck operators sue AFL teamsters union on 
ground of violating Smith-Connally act by failing to 
give thirty days’ notice before calling strike on Sep- 
tember 1. 


19 NMU-CIO wins wage parity with AFL in award made 
by Federal Arbitrator Fly. John L. Lewis, United 
Mine Workers’ president, asks Price Decontrol Board 
to exempt meat from price regulation. Brazil and 
Great Britain sign trade agreement. 


20 General Motors expansion program cut back a third, 
official announces. Price Decontrol Board defers dairy 
recontrol. Stock market rallies coincidental with 
Henry Wallace’s resignation as Commerce Secretary. 


21 Department of Commerce estimates record grain crop 
and reduction in foreign demand. 


22 President Truman appoints William Averell Harriman 
Secretary of Commerce. CIO Maritime Union votes 
to end strike and return immediately to ships. SEC 
launches inquiry into stock transaction of Septem- 
ber 3. Bureau of Agricultural Economics predicts 30 
million tons for world sugar production, or a 10% 
increase over 1945. Scarcity of lead causes shutdown 
of General Electric cable plant. 


23 OPA officials state decontrol for most basic commodi- 
ties, industrial goods and semimanufactures is at least 
six months away; decontrol of many finished consumer 
goods should take place more quickly. Treasury Secre- 
tary Snyder calls for the continuance of present tax 
levels until a federal budget surplus is achieved. Steel 
ingot operations are scheduled at 90.4% of capacity, 
the highest rate reached in the postwar period. Cement 
companies may continue to sell at delivered prices un- 
der the multiple basing-point method, the United States 
Circuit Court of Appeals rules in Chicago, in setting 
aside an order of Federal Trade Commission issued 
July, 1943. Acting Secretary of Commerce Schindler 
asks ICC to defer freight-rate increases. 


24 Minnesota State Board of Tax Appeals rules all foreign 
corporations operating in that state but not licensed in 
the state should be taxed exactly the same as do- 
mestic corporations. Secretary of Agriculture Ander- 
son tells farmers their price ceilings now are as high 
as need be to stimulate production. 


25 ICC grants the Maritime Commission a three-month 
extension of its authority to continue operating in 
coastal trade. Spokesman for several automobile com- 
panies states that “no automobiles will move by rail 
from Detroit” if the 25% rail rate increase is granted. 


Selected Business Indicators 
(Annual statistics appear in “The Economic Almanac 1946-47,” page 108) 


Industrial Production 


Total: (FRB)(8).-2 2.292 es- 
Manufacturing (FRB) (8). 
Durable goods (FRB) (8) 
Steel CP cheeses 

Pig! iron ios: e re 
Copper (refined)....... 
Toad (refined)........ 
Zinc (slab)........... 
Glass containers....... 


Machinery (FRB)..... 


see eee 


see eeee 


Transportation equip. (FRB). . 


ANILOMMODUES. 2s coerce sect cis ac units 
Nondurable goods (FRB) (S).. . .|| 1935-39 = 100 

Cottons. c24 s secilem smictenaian 

Wools. octid dco stein areraayerae 

RSyOn Varn’. cies sare ontensa: million pound 

Food prod., mfd. (FRB) (S)..:.|/ 1985-89=100 


Chemicals (FRB) (8).. 
Newsprint, North American... 


Boots and shoes*.............. 


Cigarettes (small)*..... 
Mining (FRB) (S)........ 
Bituminous coal....... 


Crude petroleum‘...... 
Electric power®............ 


Heavy engineering—Public’. 
Heavy engineering—Private’ 


Distribution and Trade 


Carloadings, total®,........ 
Carloadings, miscellaneous*. . 
Retail trade (NICB) (S).... 
Department store sales (S).. 
Variety store sales (S)...... 
Rural retail trade (S)....... 
Grocery chain store sales (S)®. 


Magazine advertising linage 
Commodity Prices 


All commodities (BLS). .... 
Raw materials........... 


Manufactured products. .. 
Farm products........... 
Foods. 


Sensitive industrial (NICB)* 
Sensitive farm (NICB)®..... 


Retail prices .............. 
Securities 


Total stock prices(Standard & Poor’s) 


stewie 


see eeee 


stew eee 


teens 


eee eewee 
tenes 


Total no. shares traded N.Y.Stock Ex, 


Corporate bond yields (Moody’s). . . 


Financial Indicators 


Bank debits, outside New York City’ 
New capital corporate issues 
ding issues........... 
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Comm.., industrial and agric. loans’. . 


National income payments. . 


Money in circulation, end of month. 


SAdjusted for season variation 1S) 
in data prior to 1944 = ‘Ave: daily 


1935-89 = 100 
1935-39 = 100 
1935-39 = 100 
000 net tons 
000 net tons 
net tons 

net tons 

net tons 

000 gross 
million bd. ft. 
000 dollars 
1935-39 = 100 
1935-39 = 100 


1935-39 = 100 
short tons 
% of capacity 
% of capacity 
thous. of pairs 
millions 
1935-89 = 100 
000 net tons 
000 net tons 
000 barrels 
million kwh 
000 dollars 
000 dollars 
000 dollars 


thousand cars 
thousand cars 
1935-39 =100 
1935-39 = 100 
1935-39 = 100 
1929-31 =100 
1935-89 = 100 
thous. of lines 


1926 =100 
1926=100 
1926 =100 
1926=100 
1926=100 
1926 =100 
1929=100 
1929=100 
1935-39 = 100 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thousands 

per cent 


000 dollars 
000 dollars 


&¥. W. Dod; 


aJuly, 1945 bPercentage change, June, 1946, to July, 1946 
eEstimated {No automobile production during first 6 months of 1945; negligible production in successive months. n.a. Not available pPreliminary rRevised 


million dollars 


million dollars 
million dollars 
million dollars ' 
a *Consumption; cigarette consumption measured by tax-paid withdrawals | *Excludes reconstructed government shoes included 
‘Average weekly “ 


ge ‘Engineering News-Record—average 
change, July, 1945, to July, 1946 
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Survey of Business Practices: 


Cost-Price Squeeze 


FASTER rise in costs than in prices has resulted 
A in narrowing profit margins for virtually all com- 
panies represented in this month’s survey of business 
practices. On the favorable side is the high volume 
of production and sales. But fears are expressed that 
adjustments in the present high break-even points 
could not be speedily made if volume receded, with 
the result that only a moderate drop in sales would 
put some companies “in the red.” Financial results 
of operations for the first half of 1946 were decidedly 
uneven. Lower federal taxes permitted many com- 
panies to show an increase in net income after taxes 
over the corresponding 1945 period. In some cases 
new high records were established. 


EARNINGS REPORT 


More than half the reporting companies realized 
greater profits after taxes in the first six months of 
1946 than in the corresponding period of 1945. How- 
ever, the declines in income reported by the smaller 
number of corporations were of sufficient size so that 
aggregate net income after taxes for all concerns de- 
clined. This drop would have been even more sub- 
stantial except for the use of special reserves, tax 
credits and carry-backs. 

Earnings in 1946 topping previous peacetime peaks 
for the six months’ period were reported by a con- 
siderably smaller, though still substantial, number of 
companies. 

Indication of a possible improvement in the pic- 
ture for the full year over the half-year record is to 
be seen in the tendency reported by executives for 
profits in the second quarter of 1946 to exceed those 
in the first quarter. Another factor influencing the 
comparison between the first half of 1946 and the first 
half of 1945 is the major change in the character of 
products manufactured this year as compared with 
the first half of 1945 when war work still accounted 
for a large proportion of the total. The effects of this 
shift were both favorable and unfavorable. 


REASONS FOR PROFIT INCREASES 


In many instances, no single factor, but a combina- 
tion of factors, accounted for an increase or decrease 
in net income after taxes. The most frequently cited 
reason for an increase in net income after taxes over 
the first six months of 1945 has already been men- 
tioned; namely, the reduced tax burden. Obviously, 
the benefits of lower taxes were not limited to com- 
panies showing increases in net income, nor were in- 


creases always equal to the tax “saving.” A nar- 
rowing of profit margins was evident among nearly 
all the companies showing higher net earnings. 

The second most important cause for increased 
earnings was a gain in the volume of production and 
sales. Where gains were shown over peacetime six 
months’ peak earnings, higher volume was the out- 
standing cause. 

Higher prices, which in some cases resulted in in- 
ventory profits, were third in importance although 
they were listed as a favorable factor by a consider- 
ably smaller number of executives than was the re- 
duction in taxes or the increase in volume. Neverthe- 
less, they were mentioned much more frequently than 
the other reasons stated. 

Other factors which contributed to the rise in in- 
come included greater mechanization and increased 
plant efficiency; elimination of unprofitable items; 
elimination of renegotiation and war contracts; eas- 
ing of certain government regulations; lower repair 
expenses; increased capacity; elimination of certain 
amortization charges and lower depreciation charges; 
absence of reconversion problems and labor difficul- 
ties; debt reduction and increase in royalty income; 
design changes; and nonrecurring income such as 
profit on sale of investments and final billing on war 
business. The termination of government contracts 
affected companies differently. Where total volume 
was severely depressed because of terminations, the 
effect obviously was unfavorable. However, many 
companies realized a much smaller margin on govern- 
ment contracts than they normally obtained on civil- 
ian work, so in these instances the result was favor- 
able. 


REASONS FOR DECLINES 


Higher wages and salaries than in 1945 were the 
most frequently reported reason for a decline in net 
income after taxes from the first six months of 1945. 
Almost as important was the increase in material costs 
and supplies. Third in importance as a reason was the 
OPA. Nearly all companies had difficulties in per- 
suading the OPA to permit them to pass on cost in- 
creases. Usually only part of these increases were al- 
lowed for purposes of price adjustments and, even 
where adjustments were permitted, a considerable 
time lag existed between the approval of price in- 
creases and the occurrence of cost increases. 

Another prominent cause of income declines was 
strikes. Executives point out that their operations 
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were adversely affected by strikes both in their own 
plants and in those of suppliers. Severe income drops 
in some of the country’s largest companies were di- 
rectly attributable to strikes, and these declines in 
turn were a major factor in the decrease in combined 
earnings of all companies for the first six months of 
the year. 

Shortages of parts and materials prevented many 
concerns from operating at as high a level as demand 
would dictate and also resulted in added inefficien- 
cies because of an inability to maintain a smooth flow 
of work. Lower labor productivity also contributed 
to the decline, and was particularly significant as it 
was generally coupled with higher wage rates. More- 
over, labor shortages were encountered and manu- 
facturers found it difficult to obtain always the skills 
desired. As a result, the cost of training and supervi- 
sion showed an increase. 

Finally, among the more important reasons for the 
decline in income was reduced volume of production. 
In part, this reflected the termination of government 
contracts, but it was also a result of labor difficulties 
and material shortages. In only a few cases was the 
drop in volume attributed to a smaller demand today 
than a year ago. 

Other reasons for the decrease which were men- 
tioned less frequently than those given above included 
cost of reconversion, particularly the expenses in- 
volved in retooling and rearrangement of machines; 
filling of orders taken at lower than current prices 
which, in part, reflects the absence of an escalator 
clause in contracts or orders; poor quality of mate- 
rial; higher freight rates; increased research and de- 
velopment expenses; excessive rejections which were 
attributed to the “carelessness and general attitude 
of labor”; increased overhead; increased competition; 
reappearance of selling expenses; and extraordinary 
repair and maintenance costs. 

Some of management’s activities have played an 
important part in influencing net income. Such ac- 
tivities are well summed up by an executive of a 
miscellaneous metals concern who reports as follows: 


“Principal factors which tended to minimize the reduc- 
tion in profits are: 


“1. Productivity per man hour had improved some- 
what because of improved mechanization. (Actually 
the improvement due to mechanization was offset 
materially by the tendency of wage earners to put a 
little less punch in their jobs.) 


“2. We had begun an extensive program of work re- 
organization, the objectives of which were primarily to 
reduce factory payroll through better planning and 
interdepartmental coordination. 


“8. We had begun an extensive program of product 
line simplification which permitted larger runs, less 
setup time and fewer warehouse problems. 


“4, We had substantially completed a basic reorgani- 
zation of administrative functioning which accorded 
greater opportunity for able executives to fulfil the 
responsibilities of their respective departments. 

“5. We were well into the job of establishing cost and 
expense reports of such a nature as to permit manage- 
ment to appraise and departmental heads to check the 
profitability aspect of important operating activities.” 


PRICE-COST RELATIONSHIP 


The upward trend in production costs continued 
in the first six months of this year with wage rates 
setting the pace. An acceleration in the rate of in- 
crease in raw material and semifinished goods prices, 
however, was evident in the second quarter of the 
year, a development which has both favorable and un- 
favorable implications so far as profits for the final 
six months of the year are concerned. Most com- 
panies have had to absorb a considerable portion of 
cumulative cost increases as authorization to pass 
them on could not be obtained. This does not mean 
that all companies desired or felt it necessary to 
pass all cost increases on to the consumer, but in very 
many cases margins had declined to an uncomfort- 
ably low level before OPA action could be obtained. 

Among other factors causing higher costs, execu- 
tives report a rise in expenses because of vacations 
with pay; accident, health and group insurance; pen- 
sion plans; higher property taxes and higher deprecia- 
tion rates on new machinery; and heavier fixed 
charges because of plant expansion. Shortages and 
government regulations have also affected the 
composition of production and sales, with some 
companies being more fortunate than others in con- 
centrating activities in the profitable lines rather 
than in those showing little or no profit. Labor turn- 
over, also has forced many companies to increase 
supervision and has resulted in higher training costs. 


Production and the OPA 


Complaints are registered against the OPA not 
only because of difficulties in obtaining price increases 
or the slowness and smallness of such increases, but 
also because the OPA is considered an important fac- 
tor in the shortage of materials. One executive in the 
building materials industry, for example, holds the 
view that “OPA’s short-sighted policies are largely 
responsible for many of the shortages in critical build- 
ing products. Companies were forced out of produc- 
tion as they could not operate at a loss.” Executives 
in other industries made similar charges and main- 
tained that OPA regulations have narrowed profit 
margins not only through their control of prices but 
also through the effects of such controls on produc 
tion costs. ’ 

As noted by a miscellaneous metals manufacturer, 
costs were increased as a result of the “OPA policy of 
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fixing such a low price on materials we purchase that 
it does not pay for the manufacturer to produce them. 
On two very important items we use, we are now 
obliged to buy a much higher quality than is neces- 
sary on which the manufacturer can make a profit; 
in one case, this forces us to pay 40% more, and in 
another case we are paying 300% more. The higher 
quality we are buying serves no purpose whatever 
and is a pure waste of money.” 

Another aspect of the OPA control problem men- 
tioned by a paper manufacturer is the emphasis 
“placed upon the broad product classifications that 
are easily accessible and in most cases these classi- 
fications represent raw material or popularly priced 
finished products. The result has been to drive pro- 
duction into the more complex specialty items which 
are very difficult to control from the standpoint of 
price administration. This results in a situation where 
OPA can point to charts showing the limited degree 
to which prices have risen officially on popularly 
priced commodities without any reference to the fact 
that this restriction has so curtailed production that 
higher-priced substitutes are necessarily being used. 
It is the weighted average cost of the popularly 
priced merchandise and the higher-priced substitutes 
that represents true living costs. Unfortunately the 
trend is still strongly in the direction of an increase 
in percentage of the latter.” 


DECONTROL WELCOMED 


As more and more items are decontrolled in the 
future, the effect of OPA on prices and profits will, 
of course, diminish. The consensus of opinion is that 
decontrol activities should be speeded up, although 
frequently an exception is made of rents. Some of the 
companies included in this survey are now completely 
freed of OPA controls and while adjustments in prices 
of individual items or products have been made, com- 
petition has reappeared sufficiently strong to prevent 
excessive price advances. In other cases only moder- 
ate increases have been made as a matter of policy, 
even though sharper advances might have been jus- 
tified on the basis of costs. The effect of decontrol, 
as observed by an industrial machinery producer, has 
been an “enthusiasm in production and sales which 
is a result of being able to run our business the way 
we see fit—free from governmental interference and 
restraint.” 

Decontrol however, appears to be leading to some 
confusion and interference with production because 
of its limited application. According to a chemical 
manufacturer, this difficulty results from the fact that 
“controls are not promptly removed at all levels at 
one time, putting us, as well as other manufacturers, 
in a position where we are obliged to pay increased 
prices for raw materials and are not able in any way 
to adjust our selling prices. Because of this fact we 
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have, in some few cases, found it necessary to discon- 
tinue the manufacture of some of our items, particu- 
larly those that are sold to other manufacturers.” 


Cost Absorption 


While large cost increases have been absorbed in 
the past some executives observed that their con- 
cerns would not be in a position to absorb further 
increases in the future even if volume is maintained. 
Efforts, of course, are being made to improve plant 
efficiency and generally to lower costs. However, such 
improvements in efficiency cannot always be made as 
speedily as cost increases can be imposed. Summing 
up the effect of the OPA both in the past and cur- 
rently, one executive finds that it has been directed 
toward “holding down prices at the expense of profits. 
Profits have not been much more than half what 
they should have been had we been able to price our 
goods on actual costs, as our percentage of profits is 
very low. Our profit showing has not been such that 
we were in a position to absorb increased costs.” 


HIGHER BREAK-EVEN POINTS 


Narrowing profit margins have required most con- 
cerns to operate at much higher rates than in the 
prewar period in order to break even. Only a small 
minority of companies included in this survey report 
break-even points in terms of capacity as being the 
same or below prewar levels. While no precise tabu- 
lation of the increases which have occurred is pos- 
sible, the following examples illustrate the “squeeze” 
which has occurred. Thus, a foundry reports that it 
must use 60% of its capacity to break even today as 
compared with 40% in the prewar period. An elec- 
trical equipment manufacturer estimates today’s 
break-even point at 70% to 75% of capacity com- 
pared with 50% prewar. Another electrical equipment 
manufacturer cites an increase to 90% from 60%. A 
hardware producer showed a somewhat smaller in- 
crease to 60% from 50%. One industrial machinery 
manufacturer states that 47% of capacity is now 
required to break even as compared with 20%, while 
another shows an increase to 75% from 50%. Increases 
reported by some miscellaneous metals manufactur- 
ers are as follows: 75% from 60%; 70% from 36%; 
90% from 70%. In the chemical field increases to 
60% from 50%, to 80% from 65%, and to 
457% from 38% are reported. One paper manufacturer 
placed today’s break-even at 70% to 80% of capacity 
as compared with 40% to 50% prewar, while another 
reports a rise to 90% from 70%. 

Break-even points are determined by two variables, 
namely, costs and prices. Costs, in turn, are a com- 
posite of many variables with volume being an impor- 
tant factor in addition to such items as wages, sala- 
ries, raw materials, etc. Consequently in appraising 
the future effects and results of the present high 
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break-even points, executives called attention to the 
adjustments which may be made both in prices and 
in costs, and which will affect future break-even 
points. 


Flexibility of Costs 


Considerable evidence was accumulated, however, 


that a majority of executives believe costs have be- 
come more inflexible than in the prewar period. An 
industrial machinery executive attributes increased 
inflexibility to “a multiplicity of government laws, 
rules and regulations and also to the ever-increasing 
power of the unions which, whether a particular com- 
pany is dominated by them or not, tends to prevent 
or at least to modify decisions of management which 
would in any way adversely affect wages, hours and 
working conditions from the point of view of an em- 
ployee or employees.” Another example of increased 
inflexibility is supplied by an electrical equipment 
manufacturer who reports that “overhead costs such 
as purchasing, production and materials control, 
standards, accounting and general office work have 
increased at an alarming rate due to the extraordi- 
nary effort that must be made to keep the plant in 
operation.” Another durable goods manufacturer, 
however, believes that “some of the items now re- 
garded as inflexible might become subject to adjust- 
ment if the occasion demanded.” 

On the other hand, some concerns report that costs 
are no more inflexible today than before the war. 
In one instance, this is attributed to the “economies 
resulting from a larger volume of production, progres- 
sive improvements in manufacturing processes and 
facilities, and other factors.” In another instance, a 
very flexible overhead expense is attributed to the 
fact that “all our salaries are small but everyone in 
the organization gets a percentage of the profits so 
that as business and profits decrease our expense is 
substantially decreased. In this manner we are en- 
abled to stay in the black on a very small percentage 
of capacity.” 


PROFIT PROSPECTS 


Profit prospects, as one executive observes, are 
always clouded by many uncertainties, but it is felt 
that this year there is a bumper crop of such uncer- 
tainties. As a result, most executives did not make an 
estimate of the profit trend for the immediate future 
although some of the underlying conditions were an- 
alyzed and appraised. On the favorable side, it was 
noted that many price increases came too late in the 
first six months of the year to affect profits for that 


period. Another reason for the delay in benefits from 
higher prices was that deliveries frequently had to 
be made at the old lower prices because the contracts 
or orders had been entered into many months before 
shipments could be made. Apparently such contracts 
and orders did not contain escalator clauses. Some 
manufacturers expect therefore to benefit from higher 
prices in the last half of the year, although it was 
also noted that certain of these higher prices will result 
in increased material costs. 

Another favorable sign for the second six months 
of this year is the upward trend in production. While 
many obstacles to increased production have been 
encountered, there is an expectation that the average 
for the last six months of the year will be higher than 
that for the first six months. One foundry executive 
finds the profit outlook for the immediate future 
brighter than for the first six months of the year 
because “labor efficiency has been improved some- 
what and an upward adjustment in selling prices has 
been made. During the latter half of this year we 
expect to earn sufficient profits to give us a sub- 
stantial net income after taxes for the current fiscal 
year.” 

A steel producer reports that: 


“Our own plans are being made on the basis that a 
fairly good volume of business will be maintained over the 
next eight to ten months but that thereafter there is 
a possibility of a temporary readjustment similar to, 
but less severe than, that which occurred in 1921. The 
continuance of OPA prevents us from making certain 
price adjustments in relatively nonprofitable items and 
we look forward to the time when the price control pro- 
gram will be entirely eliminated and we will be able to 
adjust prices on a strictly competitive basis.” 


An oil producer also views the profit outlook for 
the last half of 1946 as favorable, “providing present 
levels of costs and expenses are substantially main- 
tained.” Demand is currently exceeding industry ex- 
pectations, he writes, “and certain revisions in crude 
oil prices and retail prices for refined products have 
in part corrected previously existing inequalities.” 

On the darker side, many executives regard high 
break-even points coupled with more inflexible costs 
as a serious threat to the profits picture. As long as 
production remains at the present high level, these 
companies will be able to hold their own, but some 
of these executives fear that even a moderate drop in 
sales will throw them into the red. In the meantime, 
the fight for increased efficiency goes on. 


Henry E. Hansen 
Division of Business Practices 
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Inventories Rise Again 


ANUFACTURERS’ inventories reached a new 

peak mark of $18.3 billion at the end of August, 
an increase of $325 million over July. However, the 
increase was less than 50% of the rise for July. This 
may be owing to the fact that shipments by manu- 
facturers expanded in August in conjunction with 
increased stocks. The increased value of shipments 
indicated to the Department of Commerce that there 
was an “expanded movement of goods into consum- 
er channels.” 


A 5% INCREASE 


At the end of July, manufacturers’ inventories 
amounted to $18 billion. (See September Business 
Record.) On a daily average basis the index of 
inventories increased 4.9% over the previous month. 
In the durable goods group there was little range in 
the advance reported. The smallest accumulations 
were reported by the machinery (including electrical) 
and the largest by the transportation industries. 

More than half the July increase for the non- 


durable group occurred among the food industries 
where the usual seasonal accumulation accounted for 
the major portion of the rise. An important factor 
was the restocking of grain inventories depleted by 
the heavy demands of late spring. Increases among 
the other nondurable industries were moderate. 
The total value of deliveries in July was about 1% 
below June (1939=100). From April to July inclu- 


Table 1: Estimated Value of Business Inventories 


Source: Department of Commerce 
Billions of Dollars 


1946 1945 


Percentage Change 


Classification June, July, 


1946 to | 1945 to 
July June May July July, July, 


1946 1946 

Tolal wu, 30.2| 28.8r| 28.4| 26.4 | +4.9|414.5 

Manufacturers} 18.0} 17.2] 16.9] 16.3 | +4.7 |+10.4 

Retailers. .... 7.5 T.1r 7.0 6.4 | +5.6 1417.2 

Wholesalers 4.6 4.5 4.5 3.7 1 42.2 |4+24.3 
rRevised 


TABLE 2: MANUFACTURERS’ ORDERS, SHIPMENTS AND INVENTORIES 
Source: Department of Commerce 
Index Numbers, 1939=100 


Item 


RENO v2 alton + aages = sheets sic psaete, ass ° 
POITAUG BOOS. cbse ia oss Fug. ie «sie speauslt == 
rtation equipment (except autos) 
Automobiles and equipment ............- 
Iron and steel and products.............. 
Nonferrous metals and products.......... 
Machinery, including electrical .......... 
Nondurable goods................-..00005 
Chemicals and allied products............ 
Food and kindred products.............. 
Paper and allied products...............- 
EGS CON Op 1 a 
Textile-mill products.................... 
SPMIONER IS 88-6 8:2 ovis feiss oa elses nish cite ote 
ROTE RUIN BOGUS: eis ois nis che! ayaie exh BIE nie wiche She 
Transportation equipment (except autos). 
Automobiles and equipment............. 
Tron and steel and products.............. 
Nonferrous metals and products.......... 
Machinery, including electrical........... 
Nondurable goods... 3.0/1... 6.0 a4... 8. tes- 
Chemicals and allied products ........... 
Food and kindred products.............. 
Paper and allied products................ 
Petroleum and coal products............. 
Textile-mill products...................- 


BEPAIE POOUS,. ok Sis pcb und nasi suede 
Tron and steel and products.............. 
eey: including electrical........... 

Nondurable goods 


a | | | | | 


Percentage Change 
June, 1946 | July, 1945 
to 


to 
July, 1946 | July, 1946 
+4.9 +10.6 


February 


166.9 


174.3 48.2 | 44.4 
587.2 45.5 | -15.5 
200.1 44.8 | 414.1 
120.2 44.5 | 47.1 
139.0 42.5 | 46.5 
226.2 +14 | 46.3 
160.5 46.6 | 417.7 
166 .6 42.0 | 48.5 
166.6 +16.1 | 413.2 
160.6 +5.2 | +23.4 
112.4 48.9 | 412.7 
140.7 +5.2 | +39.2 
183 -1 -17 
153 +2 -33 
492 6 68 
81 435 -32 
92 +5 -18 
163 <l =r 
198 -5 -39 
204 -3 +2 
213 8 6 
225 +6 a 
185 -10 +13 
154 +4 -2 
187 -16 +14 
186 +6 +7 
179 0 +26 
163 +138 +38 
285 -13 440 
189 -10 4 


aLess than 0.5% 
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Percentage Change in Manufacturers’ Inventories, 
July, 1945, to July, 1946 


Source: Department of Commerce 


DECREASE INCREASE 


MMMMTZ]?@@]@]M©"m||™’“ar 
QMMMMMMla™ 


TEXTILE-MILL PRODUCTS 
PAPER AND ALLIED PRODUCTS, 


AUTOMOBILES AND EQUIPMENT VU~Yyy7} "4 
FOOD AND KINDRED PRODUCTS YY 3-2 
PETROLEUM REFINING YK} 21 


ALL INDUSTRIES 


CHEMICALS AND ALLIED PRODUCTS YY *5 
IRON AND STEEL AND PRODUCTS Gis 


NONFERROUS METALS AND PRODUCTS [7716.5 


WZ, *-3 


% TRANSPORTATION EQUIPMENT 
23 (EXCLUDING AUTOMOBILES) 


MACHINERY, (CLUDING ELECTRICAL) 


sive, the index of shipments has remained fairly 
level. However, the various components of the total 
index have fluctuated greatly. Automobiles and iron 
and steel products were the only industries of the 


durable goods group that rose. In the case of auto- 
mobiles the rise was 35%. 

In contrast to the upward trend for the durable 
goods group, the daily average volume of shipments 
by the nondurable goods industries has been down- 
ward since May. Divergent trends among the indus- 
tries accounted for the 3% decrease for the group as 
a whole. 

It should be kept in mind in evaluating shipment 
data that changing prices affected all of the reported 
dollar volumes of sales. The movement of physical 
goods, either durable or nondurable, was probably 
somewhat less than is indicated by the figures. 

For the first time since V-J day the value of new 
orders received by manufacturers declined from the 
previous month’s level. Sharp decreases in the amount 
of new business placed with the textile and apparel 
industries brought a 10% drop in the nondurable 
goods index. 


Anita R. Kopretson 
Division of Business Economics 


Earnings and Hours in Manufacturing 


CTUAL weekly earnings of production and re- 
lated workers in the twenty-five manufacturing 
industries surveyed monthly by THe CoNFERENCE 
BoarD rose somewhat from June to July, but their 
real weekly return dropped sharply over the month. 
Hourly earnings were higher and working hours long- 


er in July than in the previous month, and employ- 
ment, man hours and payrolls also rose. 

For the sixth consecutive month, hourly earnings 
set a new peak level, the July average of $1.193 being 
0.3% higher than in June. July was the ninth suc- 
cessive month in which hourly earnings rose above 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, TWENTY-FIVE 
MANUFACTURING INDUSTRIES 
Norse: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Index Numbers, 1923 =100 


Average | Average 
Average | Average Actual Nominal 4 
Date Hourly | Weekly | Hours per | Hours per] Hourly Earnings 


Week per | Week per 


Earnings | Earnings Production] Production 


Worker Worker ed 
Actual Real Actual 

1945 Julyos As siete eters .106 | $49.00 44.3 44.2 204.4 191.2 184.1 ; x 226.8 
Auguste: oo... <q ome .103 47.73 43.4 44.1 203.9 | 191.3 179.4 ? , 2 214.4 
September.......... .085 45.7% 42.3 43.4 200.6 188.9 171.9 161.9 86.0 f 178.4 
Octobetihisiiscce eae er .079 | 45.50 42.3 43.1 199.4 187.6 171.0 160.9 86.0 : 178.0 
November.......... 088 | 45.42 41.9 42.9 201.1 188.5 170.7 160.0 85.2 90.5 181.3 
December..........- .102 45.72 41.7 42.5 203.7 190.2 171.8 160.4 84.8 89.6 181.6 

1946 January........... 1.107 | 44.62 40.6 42.2 204.6 191.0] 167.7 156.6 82.5 87.9 178.6 
February. . sia. + deen 1.129 43.56 39.2 41.7 208.7 195.6 163.7 153.4 79.7 83.3 171.1 
Marchitt <. 5.8 «Ate 1.146 46.44 40.7 41.6 211.8 198.5 174.5 163.5 82.7 90.1 190.2 
Art: FOF ty dint x Blake 1.165 46.92 40.4 41.5 215.3 200.8 176.3 164.5 82.1 94.0 201.9 
Mags 22s nash «ee 1.180 46.16 $9.3 41.3 218.1 202.5 173.5 161.1 79.9 91.6 198.8 
JONG ca Fhe vs chs Weer 1.189 47.207 39.8r 41.2 219.8 203.1 177.4r| 164.0r : 95.6r| 209.7r 

MU ., cs iat vem one 1,193 47.58 40.0 41.2 220.5 192.6 178.8 | 156.2 96.8 213.0 
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Average Weekly Earnings in 25 Manufacturing 
Industries 


Source: Tur ConFERENCE BoarpD 


Index Numbers, 1923=100 


60 
1929 1933 1937 1941-1945 1941 1942 1943 1944 = 1945 1946 


the previous month’s level. The total increase during 
this period, that is, from October, 1945, the low 
point of the postwar slump, to July, 1946, was 10.6%. 
Since the average work week dropped from 42.3 hours 
to 40 hours at the same time, increased premium 
payments for overtime work, while they might have 
occurred in a few industries, could not have raised 
the average earnings of all the industries combined. 
Wage-rate increases and shifts in employment distri- 
bution were the two important factors in -the in- 
creased earnings. In October of last year, 22.8% of 
the workers were women and 63.3% were skilled male 
workers. In July, the percentages had become 18.9% 
and 66%, respectively. 

Weekly earnings rose 0.8% from June to July and 
averaged $47.58 in the latter month, higher than at 


any time since last August. As THe CoNFERENCE 
Boarp index of the cost of living is now done on a 
quarterly basis only, the month-to-month changes 
in the Bureau of Labor Statistics’ index are applied 
to these quarterly figures to obtain a monthly figure 
which may be used to compute real earnings or the 
value in goods and services of dollar earnings. Using 
this estimated index for July, and the regular quar- 
terly index for June, real weekly earnings declined 
4.8% over the month. In July, they were lower than 
during any month since July, 1942, with the excep- 
tion of February of this year, when actual weekly 
earnings were low because of strikes. 

Since January, 1941, the base date of the Little 
Steel formula, actual weekly earnings have risen 
55.4%, while real earnings have increased only 
16.8%. 

The upward trend in employment which began last 
October was continued in July when the increase of 
0.8% from the June level brought the index to 119.1 
(1923=100). This was 14.7% higher than in Septem- 
ber, 1945, when employment in these manufacturing 
industries was at its lowest point since before the 
war. The number of employed workers this July was 
3.3% less than the same month of last year, but 
39.3% greater than the last month before the start 
of the war, August, 1939. 

Total payrolls were increased 1.6% from June 
to July. In the latter month they were 24.5% above 
the postwar low point of February, 1946, but 22.7% 
less than the peak for the series which was reached in 
November, 1943. They were also 6.1% smaller than 
in July, 1945, 

ExuizasetH P. ALLIson 
Statistical Division 


August Employment Trends 


ORE THAN 300,000 additional persons were 
holding civilian jobs in August than in July, 
according to preliminary estimates. The increase in 
civilian employment during the month was a result 
of the rise in nonagricultural employment. Gains in 
virtually all industry divisions raised the number of 
persons in nonagricultural establishments to more 
than 550,000 above the July level. The number of 
persons in the Armed Forces declined more than 200,- 
000 between July and August. This reduction, in 
addition to a seasonal contraction in the agricultural 
sector of the economy, partly offset the rise in the 
nonagricultural sector. 
Manufacturing industries accounted for more than 


three fifths of the over-all gain in nonagricultural em- 
ployment. The number of production workers in- 
creased by over 300,000 during the month. The dur- 
able and nondurable goods groups shared equally in 
the rise. While most of the increases were consider- 
able the most striking were the gains of about 50,000 
each in the food and apparel industries. In compari- 
son with the V-J day level, there has been a definite 
shift from durable to nondurable goods with the lat- 
ter groups more than one-half million over the mark 
of August, 1945. Employment in the durable goods 
groups was one million below a year previous. 
The construction industry registered a gain of more 
than 100,000 during the month. Although employ- 
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ment is still below the wartime peak in 1941 and 1942, 
shortages of skilled labor are reported. The principal 
factor limiting greater expansion in this field, how- 
ever, is the continued shortage of building materials. 

Gains of smaller proportions were reported by all 
the other industries. In government employment re- 
duction of personnel continued. 

The current high level of employment is accom- 
panied by labor shortages in many areas. Unfilled 
demands are usually for experienced labor or at wages 
or conditions of work which retard hiring. The textile 
and clothing factories, foundries and the copper mines 
have experienced particular difficulty in hiring suf- 
ficient labor. 


AGRICULTURAL EMPLOYMENT 


With the work load in farming areas eased after 
the summer harvest, employment dropped further 
this month. By mid-August approximately 11,078,- 
000 persons were engaged on farms. This represents 
a decline of 237,000 for the month. 

While hired workers experienced a smaller than 
usual seasonal increase, the number of family workers 
dropped more than is customary during this period. 
Both groups, however, were above the level of the 
comparable period last year. 

Rosatyn D. SIecEL 
Statistical Division 


Notes on New Products 


New Radio Tuner 


A new radio tuner known as the E-L Vario-Tuner 
was announced recently by Electronics Laboratories, 
Inc., of Indianapolis for use in model radio receivers. 
This tuner, which covers a frequency range of 540 to 
1620 kilocycles, eliminates the need for tuning con- 
densers and coils. 


Portable Electronic Micrometer 


A precise-thickness portable electronic micrometer 
has been developed by the Carson Micrometer Cor- 
poration of Newark. This micrometer works to five 
one-hundred-thousandths of an inch and is indepen- 
dent of the operator’s skill. This instrument, of which 
there are four models, weighs 20 pounds and is used 
in conjunction with a micrometer screw thread. One 
model is used for measuring, sorting, grading, and for 
inspecting machine parts and ball bearings. Another 
model is used in production testing of springs and 
thermostatic elements. 
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New Paint Attacks Rust 


A new type of paint known as Rustrem which can 
be applied to rusty surfaces without cleaning or scrap- 
ing has been announced by Speco, Inc., of Cleveland. 
This paint seals rusty surfaces and is guaranteed to 
prevent all rust permanently. 


Synthetic Soap sans Suds 


A new type of sudless synthetic soap, called Sterox, 
has been developed by the Monsanto Chemical Com- 
pany. It does not form suds and yet it will cleanse 
as easily in hard as in soft water. Another advantage 
is that it will not combine with the impurities of 
ordinary tap water to form curds, commonly evi- 
denced as deposits on rinsed clothing or as the fa- 
miliar greasy ring about the bathtub. Sterox is in- 
tended for use in automatic home laundries as well 
as for commercial and industrial uses, and may pos- 
sibly also be used for cleaning textiles and metals. 


Enamels from Synthetic Rubber 


Coprene enamels which have a modified synthetic 
rubber base are now obtainable from Maas & Wal- 
stein Company, Newark. Coprene enamels are tough, 
flexible, chemically resistant, air drying, and have a 
high gloss finish. They are recommended for steel and 
most other metals as well as for wood cabinets and 
other furniture. 


X-ray Photometer 


A new X-ray photometer which indicates and 
records the concentration of one chemical in the 
presence of others in solids, liquids or gases has been 
developed by the General Electric Company of 
Schenectady. This is accomplished by measuring 
changes in the absorption of X-rays, the sensitivity 
of the analysis ranging from .01% to 1% according 
to the difference between the atomic numbers of the 
components in the specimens. It may be used for 
determining the ash content in coal, the sulphur con- 
tent of oil, the chlorine or fluorine content of plastics, 
the tetraethyl lead content of gasoline, and many 
others. 


Automatic Charger 


A completely automatic selenium battery charger 
is being made by Automatic Transportation Com- 
pany. Batteries can be charged from electric outlets 
by connecting battery to charger and setting the time 
clock. This clock governs the length of charge and 
ends it automatically. The temperature is kept low 
so that battery life is prolonged. 


October, 1946 


Survey of Business Practices—continued 


BUSINESS RECORD 423 


Excerpts from Replies to Survey of 


Business Practices 
(See article on page 415) 


PRIMARY PRODUCTS 
Foundries: Profit Trend Serious 


“Our net profit after taxes and our gross profit are showing 
a trend which is becoming serious. Much of the difficulty 
is directly attributable to OPA, as the selling prices for our 
products have not increased in proportion to our direct and 
indirect costs.” 


“We broke even in the first half of 1946, whereas in 1945 
we had a substantial profit. Some of our competition is 
not availing itself of the full benefits of OPA ceiling prices, 
a fact which has tended to depress our own prices. We 
were able to take some steps to reduce our overhead pro- 
portionately tonnage-wise, and we have now reached the 
irreducible minimum.” 

“Since the advent of many wartime and postwar labor 
regulations, our break-even point is now about 60% of our 
capacity compared with about 40% before the war.” 


“Our sales budget is based on a business of at least two 
to two and one half times our prewar business, but on 
today’s costs, our break-even point will be at least three 
times the prewar basis. We will have to operate at between 
70% and 75% of capacity to break even today.” 


Steel Producers: Strikes Cut Profits 


“Net income after taxes for the first half of 1946 is 
down sharply from that for the first half of 1945 and from 
the peak peacetime six months’ period. The principal factors 
causing this drop are: strikes, increase in wage rates and 
freight rates, variables in taxes, and price changes.” 


“This year, we had very substantial losses up to and 
including August owing to the railroad strikes and the 
steel mill strike, even though there was no strike at our 
plant. These losses are also partly the result of commit- 
ments made while we were under price control. Current 
operations would be on a profitable basis if work contracted 
for prior to the decontrol of our industry could have been 
completed earlier.” 

“Our costs have become almost entirely inflexible, and 
at this point would respond only to an increase in produc- 
tivity which is denied us by shortages of materials and the 
general lack of energy visible in the labor force.” 


“Owing to labor troubles in the first half of 1946, our 
profits were about half of those for the first half of 1941 
and 40% of those for the first half of 1929. Our costs have 
been taken out of our hands to a large extent: first, by 
OPA control of selling prices; second, by government labor 
policies; and third, by direct or indirect government con- 
trol over transportation charges and many other items.” 

“Our net income for the first half of 1946 is considerably 
above that for the first half of 1945, and is about the 
same as the maximum income in the first six months of 
any year in our history. The current showing is due, to a 
considerable extent, to the elimination of the excess-profits 
tax.” 


“The decided lack of any stability in operations prevents 
any intelligent determination of our existing break-even 
point, but I suspect that it has risen from 45% to 80%.” 

“Our break-even point, postwar versus prewar, has in- 
creased approximately 25%.” 

“Profits in our industry are sustained today only through 
high volume.” 


“With the moderate profit on some of our principal prod- 
uct groups, a substantial reduction in volume will bring 
about a drastic reduction in earnings.” 


METAL MANUFACTURES 
Electrical Equipment: Costs Up in Relation to Prices 


“Our net income after taxes for the first half of 1946 is 
substantially less than for the same period in 1945 owing 
mainly to material shortages resulting from suppliers’ strikes 
and inefficiency of labor. Price fixing has kept this industry 
in the red and prices are still not adequate for normal 
profits.” 

“We are unable to operate at more than 60% of capacity 
because of the critical manpower and material shortages. 
Additional cause for profit reduction is that our selling 
prices have not been increased in line with our increased 
manufacturing costs.” 

“Material cost increases cannot be resisted owing to 
shortages of materials.” 

“The most logical explanations for the drop in profits 
since last year are lower volume, higher material costs, and 
higher payroll costs. Our own upward price revisions had 
very little effect during the first half of the year since we 
continued to make deliveries at old prices of all orders 
received before the effective date of the new price schedule.” 

“We suffered a loss for the first half of 1946 due to 
strikes. Increased investment in facilities has tended to 
decrease the direct labor costs and to increase the fixed 
factors of indirect expense, depreciation, and obsolescence; 
a much greater percentage of supervision is required than 
heretofore; and the highly competitive markets require a 
larger and better trained sales force and extensive adver- 
tising.” 

“Costs have become more inflexible owing to labor and 
social obligations to employees that cannot be controlled as 
they could in prewar years.” 

“Costs advanced tremendously in relation to prices dur- 
ing the first half of 1946, but this situation was largely 
corrected at the beginning of the latter half of the year 
through industry price adjustments or decontrol.” 

“Qur net income after taxes for the first half of 1946 
is very much better than during the same period in 1945, 
but conditions are still not good.” 

“Our profits are approximately 15% higher for the first 
half of 1946 than for the same period of 1945 owing sub- 
stantially to a reduction in taxes and to the fact that we 
were no longer sybject to renegotiation.” 


424 THE CONFERENCE BOARD 


October, 1946 


“Our present factory costs are 41% higher than prewar 
and must be met with an allowed increase in product price 
of 8%. We have had a substantial decrease in our dis- 
tribution costs, however, because of the ready absorption 
of our products in the large waiting market. When sales 
resistance reaches prewar levels, we will have to make 
further advances in our selling prices.” 

“While our sales volume for the first half of 1946 is 28% 
over a year ago, our net profit after taxes is up 170%. The 
rise was effected by the change from war business to peace- 
time operations, with a larger margin of profit on our 
commercial products and the elimination of the excess- 
profits tax. Another important factor has been the pent-up 
demand for our products. To some extent, also, operations 
have benefited by strikes in competitive plants.” 


“Since our product is a new commodity without any 
previous cost pattern, the OPA has approved the price re- 
quested by us. We have been able to maintain this price 
and absorb increased costs through increased economies in 
manufacture, although we have been pushed rather hard at 
times.” 

“Our current break-even point is at about 90% of capacity 
compared to a prewar break-even point of about 60% of 
capacity.” 

“Our break-even point before the war was approximately 
50% of capacity. This point has now moved up to about 
70% or 15%.” 

“We estimate the break-even point on established lines 
to be approximately twice what it was from 1936 to 1940.” 


“Allowing for increase in plant, we would have to obtain 
slightly more than three times the volume required in 1941 
in order to break even today.” 

“Our current break-even point is approximately 50% to 
60%, and if we had to get down to that point, we would 
have to have a drastic reduction in personnel, wages and 
salaries.” 

“We would have to increase our sales approximately 30% 
in order to obtain our prewar profit rate.” 

“We would have to do three times the sales volume on a 
dollar basis, or two and one half the unit volume, that we 
did in 1941 in order to break even now. We have three 
times the machine capacity and double the plant capacity 
that we had in 1941. Also, our nonvariable expenses have 
increased substantially and our engineering and develop- 


mental expense is taking a larger percentage of sales than 
at any time in our history.” 


Industrial Machinery: Lower Taxes and Greater Volume 


“Net income after taxes for the first half of 1946 is 
considerably larger than for the same period of 1945 or for 
any previous peacetime peak owing principally to volume. 
We have found it possible, especially since being decon- 
trolled by OPA, to move selling prices up fast enough to 
absorb fully all cost increases incurred to date.” 

“Net income for the first half of 1946 is about 300% 
greater than for the same period of 1945, principally be- 
cause of greater volume, some price increases, and design 
changes and improvements in processes. On a great part of 
our production all cost increases have had to be absorbed as 
our commitments prevented raising the prices at which the 
products had been sold. Also, fixed overhead is higher than 
it has ever been in all departments.” 

“The addition of new products together with an in- 
creased sales force and greater coverage have had a great 
deal to do with the trend of our business.” 


“Our net income after taxes for the first six months of 


1946 is about double that of 1945 due entirely to the reduc- 
tion in taxes. There have been no price changes of impor- 
tance in this period. Direct costs are amenable to some 
control through better machine tools and methods. Indirect 
costs are relatively inflexible and present a serious problem.” 


“A good part of our improvement in earnings over last 
year is due to tax benefits. Also, our sales volume is con- 
siderably better for this period and, in addition, our 1945 
sales volume was made up in part of a sizable amount of 
government business at a lower profit level than results from 
our regular line.” 


“The ratio of net income after taxes to sales for the first 
half of 1946 was approximately double that for the same 
period in 1945 due principally to the elimination of the 
excess-profits tax. Our costs have tended to become more 
inflexible. Heavier fixed charges due to plant expansion 
during the war and heavier fixed charges for taxes and in- 
surance on buildings and equipment because of inflated 
values have contributed to this.” 


“Up until the time we received an industry-wide price 
increase allowance, we had to absorb practically all cost 
increases. Our costs have definitely tended to become more 
inflexible due to the fact that we are practically tied to our 
present sources of supply so that it is impossible to bar- 
gain for more favorable prices, etc.” 


“The principal reason for a reduction in earnings cur- 
rently from peak peacetime earnings is taxes. The com- 
parison between first half-year earnings of 1945 and 1946 
is distorted because the latter period was adversely affected 
by strikes.” 


“Earnings have continued to increase throughout the 
summer and, barring unforeseen difficulties, we should have 
one of our best earnings years in history.” 


“Even though we are now producing at the maximum 
capacity of our plant, net profits for the first six months 
of 1946 are less than they were in 1939, 1940, or 1941 when 
we were producing at approximately 70% of our present 
rate. Under present conditions a manufacturer has little 
control over wages and salaries because of union and gov- 
ernment interference.” 


“In 1946 volume for the first six months was down about 
25% from 1945 owing to material shortages with the result 
that operating expenses were heavy because we were main- 
taining an organization for a larger volume of business than 
could be produced.” 


“Net earnings after taxes for the first half of 1946 are 
considerably below the same period of 1945 owing prin- 
cipally to reduced shipments resulting from production dif- 
ficulties, shortages of materials, shortage of manpower, 
higher wages and higher costs. We have had to absorb our 
increased costs in order to overcome customer resistance to 
buying at the higher prices which we would normally have 
to charge.” 

“Because of higher costs of manufacturing owing to OPA 
ceilings which we were not allowed to pass on to our 
customers, our gross profit margins showed a drastic de- 
cline. In addition, operating expenses have risen to a new 
level. Selling expenses, which were low in the first half of 
1945 because we were concentrating on war business, in- 
creased 40% in the first half of 2946. Tooling-up costs and 
other expenses of reconversion were also substantial and 
there were heavy expenditures for experimental and de- 
velopment work incidental to bringing out new and im- 
proved products on which work had been suspended dur- 
ing the war years.” 


“Before the war we could show a profit when we were 
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operating our main plant at 40% of capacity. Now we have 
to operate at 70% of capacity to show a profit.” 

“Prior to the war, production at 50% of capacity would 
show a profit; all factors remaining equal, the increased 
cost of business today would require production at 75% of 
capacity in order to show a profit.” 

“In 1941, 20% of capacity production was needed to show 
a profit; today it is 47%. Our capacity has increased 25%.” 


“When the effect of recent price increases is fully real- 
zed, our break-even point will be about where it was in the 
prewar period, assuming that costs of labor and materials 
do not rise much above present levels.” 

“I doubt that we would require any higher percentage of 
capacity production on the basis of our present day capacity 
in order to show a profit than we would in the prewar 
period.” 

“We would have to do between five and six times the 
volume of business we did prewar in order to break even.” 

“If we were on the production rate of 1939, 1940, or 
1941, there would be no profit this year.” 


Machine Tools: Price Increases Offset by Cost Increases 


“Income after taxes for the first half of 1946 is 2214% 
ahead of that for the same period in 1945, and slightly less 
than peacetime earnings. Taxes have been a very large 
item affecting earnings. Price increases have been more 
than offset by reduced volume and increased costs of ma- 
terials and supplies.” 


“Volume of production is the greatest single factor in 
determining whether or not we are making a profit.” 

“We have been able to maintain profitable operations even 
under 1941 price ceilings for several reasons. We had no 
reconversion problem. Our product is substantially the 
same as during the war. We had no labor troubles during or 
after the war. Better planning of our work, new machinery 
in the shop and increased efficiency of our labor force have 
enabled us to offset to a great extent the increase in price 
of materials and component parts.” 

“Price increases in April averaging approximately 19% 
are definitely the chief reason for our improved profit po- 
sition. Unless costs continue to increase with price ceilings 
held we should remain in a comfortable profit position.” 

“Our net income for the first half of 1946 was about the 
same as for the corresponding period in 1945, and was more 
than our normal peacetime earnings because we are doing 
a much larger volume of business.” 

“To date, we have not increased prices from those in 
effect in 1941 and we have been able to absorb our in- 
creased labor and material costs out of tax savings.” 

“We are doing a dollar volume of business nearly twice 
as great as in the six months’ periods of 1937 and 1939, 
while our profit before taxes currently is about one fourth 
of what it was in the two prior years.” 

“Our income account for the first half of 1946 showed a 
net loss of 8.9% of sales, compared with a profit of 7.1% of 
sales in the first half of 1945 and 18.9% of sales in the last 
half of 1940. To the tremendous increase in costs since 
1940 must be added the confusion and temporary shutdown 
caused by inability to secure materials. Our war-increased 
physical plant has enlarged the amount of our fixed charges. 
All of these increased costs, with the exception of the 10% 
price increase early in 1941, have been absorbed.” 

“Our profits after taxes for the first half of 1946 are 
about 10% less than for the same period in 1945. During 
this period we had some price advances, but we also had 


Increases in wages. Also, much of our output was invoiced 
at the older prices, and we will be in this uncertain invoicing 
condition for several more months.” 

“We have always figured that we could make a little 
money running at 25% of capacity and the same holds true 
today.” 

“Under present price ceilings and current costs, our 
break-even point, percentagewise, is about the same as in 
prewar years.” 

“Our break-even point, in terms of dollar shipments, is 
much higher than before the war due to our greater fixed 
cost and our lower profit margin.” 

“Our production would have to be at least 50% above the 
prewar level for us to break even.” 


Office Equipment: Current Profits Below Last Year 


“The first half of 1946 we showed a loss of several hun- 
dred thousand dollars on operations as compared to an op- 
erating profit of several hundred thousand for the first half 
of 1945. The principal causes of the loss in 1946 were a 
strike and the extreme difficulty of obtaining sufficient raw 
materials for capacity operations.” 

“The first four months of our fiscal year, our earnings 
were 13% less than for the same four months in 19465. 
Reconversion expenses have been very heavy. We were 
delivering at our old prices for most of the first three 
months of our current fiscal year.” 

“The principal reasons for the reduction in our profits 
were inability to produce to the volume we wished because 
of strikes in suppliers’ plants, and increases in labor costs. 
These increases in labor costs were appreciably counter- 
balanced by improved operating technique and by volume 
of business.” 

“Costs have increased in relation to prices due to short- 
ages of materials and the need for frequent changes in 
operating programs to make use of available materials.” 

“In order to break even, we would require 30% more 
volume than was necessary before the war.” 

“Roughly two to two and one half times our 1941 volume 
will be needed to give us about the same dollars of profit 
as prewar.” 

“A volume of business that showed a very respectable 
profit in the late Thirties will now show a loss.” 


Railroad Equipment: Business Abnormal in 1946 


“Net income after taxes for the first half of 1946 was 
about one third of that for the same period in 1945 be- 
cause our plants did not operate in the early part of the year 
due to a strike and for the greater part of the period we were 
under OPA.” 


“Because of strike costs during the first quarter of the 
year and the consequent reduction in sales volume, 1946 
earnings were reduced by increased direct and indirect 
costs for labor and materials and by our inability to for- 
mulate a normal manufacturing program because of a lack 
of materials. We have been able to absorb a portion of our 
increased costs with only moderate increases in selling 
prices.” 

“As a result of the steel strike, the 18.5-cent wage in- 
crease resulting therefrom and a drop in net shipments of 
more than 50%, we showed a loss for the first six months 
of 1946 as compared with a profit in the preceding year.” 


“Production lags have resulted in the inevitable loss of 
mass production economies. With subnormal production, 
costs have become more inflexible because of the lessened 
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absorption of fixed charges such as depreciation, insurance, 
taxes, and organization and management expenses.” 


“As a result of a large volume of business and the first 
increase in prices since 1940 and, in spite of increased costs, 
earnings for the first six months of 1946 will show an in- 
crease of more than 50% above the figure for 1945. The 
principal factors that cause this increase are the tax reduc- 
tion, our large backlog and our ability to plan our production 
better. 

“The primary reason for the increase in net income after 
taxes from 1945 to 1946 is naturally the reduction in income 
taxes resulting from the termination of the excess-profits 
tax. Our sales for the first half of this year were off 25% 
from the corresponding period of 1945 due to the cessation 
of war business.” 


“We have changed our rated capacities about 10% due 
to labor limitations and ‘our break-even point has moved 
up in about the same ratio compared with the years before 
the war.” 

“Because of continued increases in costs, our break-even 
point moved up steadily during the war as our prices were 
frozen and at the present time is 3% to 5% above the pre- 
war years.” 

“We would require a further increase of approximately 
50% in business as compared with 1941 in order to break 


“There has been no material change in our break-even 
point.” 


OTHER MANUFACTURES 
Chemicals: Recent Increase Result of Tax Reduction 


“Our net income after taxes for the first half of 1946 
considerably exceeded that for the same period of 1945 
owing principally to lower federal taxes and to a lesser 
extent to the virtual cessation of low-profit government 
business.” 


“The principal factor causing an increase of 70% in net 
income after taxes from 1945 to 1946 was the elimination of 
the excess-profits tax and the reduction in the normal tax. 
Compared with 1939, 1946 income was up around 60% 
owing to a greater volume of sales and other operating rev- 
enues and improved manufacturing techniques offset par- 
tially by increased operating costs and higher federal taxes.” 


“Price control has not had the unfavorable effect on our 
business that has been evidenced in many other lines since 
our product has been built to sell at popular prices which 
we would be fearful to increase at any time because of 
possible consumer reaction and which it is not possible to 
increase percentagewise in relation to cost increase. Price 
control has controlled the costs of many of our raw ma- 
terials which otherwise would have increased more and 
more rapidly.” 

“Our volume has been so much greater in proportion to 
total capacity in 1946 that the effect has been practically 
to wash out the increased costs.” 

“The principal reason for the failure of 1946 income to 
increase the full amount of the tax decrease was the in- 
creased cost of doing business.” 

“Net income after taxes for the first half of 1946 was 
close to that for the same period of 1945 and was slightly 
better than our peak first half-year peacetime earnings.” 

“The principal factors which have caused our net income 
after taxes to drop below our peacetime level and the level 
for 1945, are higher costs and an absence of price advances.” 


“Our earnings for the first six months of 1946 are only 


about 10% of those for 1945 since we have been unable to 
adjust our overhead to the reduced volume of business and 
owing to the fact that there have been so many serious 
strikes.” 

“Our present profit break-even point is about 45% of 
capacity compared with 38% in 1936. To a minor degree 
this is due to plant expansion, but to a much greater degree 
to increased labor, transportation and general operating 
expenses.” 

“Our prewar break-even point was roughly 50% of ca- 
pacity. We now estimate it at 80%. Currently we are 
running about 85% to 90% of capacity but in the event 
of any severe cut in our volume, it would not take us long 
to pass from profitable to unprofitable operations.” 


“In the prewar years the break-even point for our com- 
pee was 65% of our capacity. Today it is approximately 
80%.” 

“In terms of dollars of sale, our break-even point in 
1945 was 2.2 times that in 1947.” 

“The increase in costs without a change in selling prices 
has steadily raised our break-even point.” 

“There is no break-even point under today’s ‘planned 


economy.” 


Food Products: Costs Becoming Uncontrollable 


“Our six months’ earnings for 1946 are substantially 
ahead of 1945 and are at an all-time peak for these six 
months. The principal reason for the increase over 1945 
is the elimination of the excess-profits tax, although. prices 
could be held accountable for about 12.5% of the gain. 
Costs are fast becoming uncontrollable. Our selling prices 
are controlled, but the costs of many of our raw materials 
have been decontrolled by OPA without permission for us to 
include the increases in our selling prices.” 

“Net income after taxes in 1946 was 20% ahead of 1945 
and 3% ahead of the peak peacetime period due prin- 
cipally to lower income taxes.” 

“Costs have moved upward much faster than prices and 
on many major items we have been forced to absorb from 
10% to 20% of the increases.” 

“Our earnings during the first half of 1946 were some 
50% above the first half of 1945 due almost entirely to a 
price increase granted by OPA which had a favorable re- 
flection on inventory values.” 

“All increased material and labor costs have been ab- 
sorbed in their entirety and have become extremely in- 
flexible, so far as exercise of control is concerned. It is be- 
coming increasingly difficult to operate profitably.” 

“Increased costs during the first half of 1946 have served 
to offset the reduction in taxes.” 

“Our net income after taxes for the first half of 1946 is 
about the same as for 1945 owing principally to the elimina- 
tion of the excess-profits tax.” 

“Our net, after taxes, during the first half of 1946 was 
down 50% compared with 1945. The comparison with peak 
peacetime earnings is about the same. The answer, of 
course, is fixed prices with rising costs. We have a greater 
volume of business today than we had in any peacetime 
year and were this not so we could not have existed under 
the tremendous increases in direct costs.” 

“Our net income after taxes for the first half of 1946 
was very much less than for the same period in 1945 due 
largely to ceiling prices.” 

“In terms of productive capacity approximately 55% 
would be required today to break even as against 25% 
before the war.” 
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“Our break-even point is up substantially due to in- 
creased costs without corresponding price changes.” 

“We would have to do possibly three times the volume of 
business that we did in prewar years in order to show a 
profit today.” 

“Unless there is some change in conditions, our industry 
could hardly make any profit at all on our prewar volume 
of production.” 

“We would require at least 10% more production than in 
prewar years in order to break even.” . . . “Our break-even 
point today is lower than prewar.” 


“Profits are higher per unit than in prewar years due 
largely to shortages of our product which have practically 
removed selling expenses and have enabled us to give up 
the manufacture of loss leaders.” 


Paper and Products: Price Ceilings Adjusted 


“Our net income after taxes for the six months ended 
April 30, 1946, was approximately double that for the cor- 
responding period a year ago due principally to the repeal 
of the excess-profits tax; the adjustment in ceiling prices by 
the OPA; and the elimination of woodpulp allocation.” 


“The principal factor accounting for the rise in our profits 
after taxes this year has been the elimination of the excess- 
profits tax. The OPA is very rapidly driving our industry 
into a legitimate black market through the elimination of 
popular priced paper production and a general shift into 
specialties which offer a better return.” 

“The first half of 1946 indicates an increase of about 
100% in net income after taxes over last year due mainly 
to the fact that this year we have been running at 100% 
of capacity while last year we ran at 75%. Our costs have 
tended to become more inflexible as we have less control 
over labor costs, and material costs have increased due to 
ceiling prices and lack of competitive bidding.” 

“Earnings after taxes for the first half of 1946 were 
1.65% larger than for the corresponding period a year ago, 
owing largely to the increase in subsidy. Although sales 
increased substantially in this period, costs increased more, 
so there wwas a decrease of 3% in gross profits from 1945 
to 1946.” 


“The principal factors accounting for our considerable in- 
crease in net profits after taxes for the first half of 1946 
compared with the same period in 1945 are additional vol- 
ume and increased selling prices more in keeping with 
our costs.” 

“Net income after taxes for the first half of 1946 is ap- 
proximately the same as for the corresponding period last 
year and is about 60% of our peacetime peak. This re- 
duction is owing to higher material costs, lower man and 
machine efficiency, ceiling prices, and poorer quality of 
raw materials.” 

“Only through greatly increased volume have we been 
able to maintain profits.” 

“Qur net income after taxes for the first half of 1946 
dropped about 16% compared with the same period of 
1945. This was owing principally to increases in costs of raw 
materials without compensating increases in our selling 
prices. Costs have become more inflexible. For instance, 
all raw materials sell at the ceiling price regardless of qual- 
ity.” 

“The swing from a profitable half year for 1945 to an 
unprofitable one for 1946 was caused by increases in labor 
costs plus the reflection of similar increases in the cost of 
our material.” 


“Our break-even point has been extended about 25% 
from its prewar position. In normal times, 70% operations 
would have permitted us to break even. Today, a drop 
below 90% would unquestionably throw us in the red.” 

“Tn prewar years, our break-even point was between 40% 
and 50%; it is now between 70% and 80%.” 

“Our break-even point has increased considerably owing 
mainly to a shrinkage in our cost-price margin and to an ex- 
panded research and development program.” 


“Instead of a break-even point, we'll be lucky to avert 
a bust-open point if prices are not increased.” 

“In the prewar period, we had a break-even point at 
76,000 productive hours per month. We now require 105,000 
hours.” 


“Our break-even point is now so close to 100% operation 
that we will have to operate our mill on several Sundays 
between now and the end of the year in order to show a 
reasonable profit for the year 1946.” 

“About the same volume is necessary to break even today 
as in prewar years.” 

“We estimate that we would break even with less pro- 
duction today than in prewar years.” 


Textiles: Profits Low on Government Work 


“Net income after taxes for the first half of 1946 will 
be considerably greater than for the same period of 1945, 
and much greater than peacetime earnings. Our margin of 
profit on government work in 1945 was smaller than on 
civilian goods this year, and taxes are less this year.” 


“Net income after taxes for the first half of 1946 is sub- 
stantially ahead of that for the same period in 1945 and 
for the peacetime peak owing to controlled merchandising, 
remechanization and a high percentage of operation. We 
have had to absorb about 50% of the increase in our labor 
costs.” 


“Profits for the first six months of 1946 were markedly 
ahead of those for the three previous years. The reasons 
for the peacetime peak owing to controlled merchandising, 
during the three earlier years a large percentage of our 
goods was war goods with a very meager profit; and the 
percentage taken by taxes was lower in 1946 than in the 
other three years.” 


“Our gross profit before taxes is considerably lower for 
the first half of this year because of two wage increases 
within the last year. However, this substantial increase in 
manufacturing cost is more than offset by the reduction in 
federal taxes on income.” 

“Net. income after taxes for the first half of 1946 is ap- 
proximately the same as that for the comparable period in 
1945. This result was obtained in spite of increased costs 
through greater volume and efficiency resulting from im- 
proved machinery and diversification of sales. We have 
also diversified our line and eliminated a number of unprofit- 
able items.” 


“The reduction in the excess-profits tax has been offset by 
increased material and labor costs so that the final figures 
for the first half are about the same for 1945 and 1946.” 


“The principal factor which has caused changes in our 
net profits after taxes is federal taxation, but irrespective of 
taxation the rate of net profit per unit of sale is much 
smaller currently than in the prewar periods.” 


“Increases in raw materials and wage costs plus in- 
cidental items have absorbed the total increase in taxable 
profits during the first six months of this year in spite of 
an 11% increase in dollar sales. Adjustments in tax rates 
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make net income after taxes vary little between the two 
years. At the present time margins are inadequate in view 
of the threatening increases in costs and the long-term sales 
commitments which are traditional in this industry.” 

“During the first six months of last year we were involved 
in considerable changes in specifications on war work and 
cancellations so that profit after taxes was only 10% of 
that for the current period.” 

“As long as we can keep production at its present level, 
we will be in a position to absorb still further cost increases 


and still do better than in our peak prewar years.” 
“The increase in fixed expenses would require operation 


at a much higher percentage in order to break even.” 

“In dollar sales our break-even point today is slightly 
in excess of 200% of the break-even point in 1941.” 

“At the present time we are operating at substantially 
full capacity and find it necessary to do this in order to 
absorb our increased costs.” 

“We have had a very small increase in our break-even 
point. The average over several years has been within a 
few percentage points of 30%.” 

“Based on an average of 90 hours per week, we would 
have to operate at about 75% to 80% of capacity today in 
order to break even, which is practically the same as prewar.” 


